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FLORENCE R BELSER
GENERAL COUNSF L

VIA FACSIMILE A HAND DELIVERY

February 8, 2005

Mr. Charles L.A. Terreni
Chief Clerk/Administrator

South Carolina Public Service Commission
101 Executive Center Dr. , Suite 100
Columbia, SC 29210

RE: Application of Bush River Utilities, Inc. for Approval of New Schedule of
Rates and Charges for Sewerage Service provided to Residential,
Commercial, and Wholesale Customers in all Areas Served.
Docket No. 2004-259-S

Dear Charlie:

Enclosed are ten copies of the Proposed Order of the Office of Regulatory Staff in the

above-referenced docket. I will email an electronic version to Daphne Wert' and to David

Butler.

Please note that in the Proposed Order the ORS does not oppose the implementation of
Phase-II of the requested rates provided the Commission requires the same type audit

before the Phase-II increase is implemented as was required for Development Service,
Inc. by Order No. 2005-42 (February 2, 2005), Docket No. 2004-212-S. Due to the ORS
withdrawing its opposition to implementation of the Phase-II increase if an audit is

ordered, I have attempted in the Proposed Order to include the Phase-II revenues in the

Proposed Order. However, because the ORS did not prepare a schedule of the Phase-II

requested increase, I was required to use the figures provided by Bush River Utilities,

Inc. I have tried to be accurate in the inclusion of these Phase-II figures, and I apologize

in advance if I made any errors. Also, because neither the ORS nor Bush River calculated

an operating margin for the Phase-II increase, I have left some blanks in the Proposed

Order where the Phase-II operating margin should be included. In addition, I have not

completed the table which would support the Phase-II increase ("Table C") as ORS had

not calculated the increased operating expenses or operating margin associated with the

Phase-II increase.
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Additionally, please note that there are several footnotes in the Proposed Order. These

footnotes are intended to explain certain aspects of the Proposed Order for deliberations

of the Commissioners. However, if the ORS Proposed Order is adopted for use by the

Commission, I request that the footnotes be omitted.

Should any additional information be required, please let me know.

Very truly yours,

Florence . Belser
General Counsel

FPB/rng
Enclosures
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This is to certify that I, Rena Grant, an employee with the Office of Regulatory
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721 Olive Street
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Served. )

OFFICE OF REGULATORY 'STAFF&S
PROPOSED ORDER ON
APPLICATION FOR
RATES AND CHARGES

INTRODUCTION

This matter comes before the Public Service Commission of South Carolina ("the

Commission" ) on an application for increases in sewer rates and charges filed by Bush River

Utilities, Inc. ("BRUI"). BRUI's application was accepted by the Commission pursuant to S.C.

Code Ann. ) 58-5-210 et. seq. and 26 S.C. Regs. 103-512. BRUI's application was filed on

August 19, 2004.

By correspondence, the Commission instructed BRUI to publish a prepared Notice of

Filing, one time, in a newspaper of general circulation in the areas affected by BRUI's

application. The Notice of Filing indicated the nature of the application and advised all

interested persons desiring to participate in the scheduled proceedings of the manner and time in

which to file appropriate pleadings for inclusion in the proceedings. In the same correspondence,

the Commission also instructed BRUI to notify directly, by U.S. Mail, each customer affected by

the applications by mailing each customer a copy of the Notice of Filing. BRUI finTushed the
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Commission with an Affidavit of Publication demonstrating that the Notice of Filing had been

duly published and with a letter in which BRUI certified compliance with the instruction of the

Commission to mail a copy of the Notice of Filing to all customers affected by the applications.

No petitions to intervene were filed.

The Office of Regulatory Staff ("ORS")made on-site investigations of BRUI's facilities,

audited BRUT's books and records, and gathered other detailed information concerning BRUI's

operations. Prior to January 1, 2005, the Public Service Commission staff also made on-site

investigations.

On January 20, 2005 at 10:30 a.m. , a public hearing concerning the matters asserted in

BRUI's application was held in the Commission's hearing room located at Synergy Business

Park, 101 Executive Center Drive —Saluda Building, Columbia, SC. The full Commission, with

Chairman Randy Mitchell presiding, heard the matter of BRUI's application. Scott Elliott,

Esquire and Charles Cook, Esquire represented BRUI. Florence Belser, General Counsel of

ORS, and Ben Mustian, Esquire represented the Office of Regulatory Staff. David Butler,

Esquire served as legal counsel to the Commission.

BRUI presented the testimony of Keith G. Parnell, President for BRUI, and Charles K.

"Ken" Parnell, Vice-President for BRUI and President of HPG and Company. The Office of

Regulatory Staff presented the testimony of Willie J. Morgan, Program Manager for the Office

of Regulatory Staff Water and Wastewater Department, Dawn Hipp, Project Specialist for the

Office of Regulatory Staff Water and Wastewater Department, and Roy Barnette, Office of

Regulatory Staff Auditor.
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BACKGROUND AND PROCEDURAL MATTERS

BRUI is a privately owned company operating a sewer collection and sewer treatment

system in Richland and Lexington Counties. At the time of its Application, BRUI provided

sewer service to thirty-five {35) commercial customers including one (1) wholesale utility

customer, Development Services, Inc ("DSI"). BRUI's present rate schedule was approved by

the Commission in Order Number 96-44 dated January 19, 1996 {Docket Numbers 94-727-S and

94-728-S).

DSI is a privately owned company operating a collection only system in Richland County

in the area around Dutch Square Shopping Mall. DSI and BRUI {collectively "Companies" ) are

commonly owned by brothers Keith Parnell (President) and Ken Parnell (Vice President), DSI is

the largest customer of BRUI. DSI applied for a rate increase on July 23, 2004, and the

Commission's hearing on DSI's application was held on January 5, 2005, approximately two

weeks before the BRUI hearing. Both Companies' applications for rate increases contain

substantially identical issues and identical rate schedules.

During the DSI hearing, counsel for DSI made a three part Motion requesting

consolidation of the DSI and BRUI dockets, so that the evidence presented in both dockets

would be available for consideration during deliberation in both dockets. See Commission Order

No. 2005-29 (January 18, 2005), Docket No. 2004-212-S. The Commission allowed the dockets

of DSI and BRUI to be combined so that evidence presented in both dockets could be considered

dining deliberation. Id. Similarly, in the last rate case, the Commission combined the operations

of the Companies for ratemaking purposes and, in a single Order addressing both rate

applications, ordered the Companies to charge identical rates for residential and commercial

customers due to the relationship and dependence between DSI and BRUI. See Commission
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Order No. 96-44 (January 19, 1996), Docket No. 94-727-S Application of Development Service,

Inc. for Approval of an Increase in Rates and Charges for Sewer Service and Docket No. 94-728-S

—Application of Bush River Utilities, Inc. for Approval of an Increase in Rates and Charges for

Sewer Service. In the 1996 Order, the Commission also set a wholesale rate for DSI which is

dependent upon the rates charged by BRUI. Id. In this matter, the Commission has carefully

considered the applications filed by the Companies and will issue separate Orders consistent with

the Order allowing evidence from both dockets to be considered in reaching a determination.

See Commission Order No. 2005-29 (January 18, 2005), Docket No. 2004-212-S.

FINDINGS OF FACT AND EVIDENCE SUPPORTING FINDINGS OF FACT

AAer thorough consideration of the entire record in the DSI and BRUI hearings,

including the testimony and all exhibits, and the applicable law, the Commission makes the

following findings of fact and conclusions of law with respect to BRUI:

BRUI is a privately owned company operating a sewer collection and sewer

treatment system in Richland and Lexington Counties and is subject to the jurisdiction of the

Commission pursuant to S.C. Code Ann. $58-5-10 et ~se .

The evidence supporting this finding is contained in the application filed by BRUI, in the

testimony of BRUI witnesses Keith G. Parnell and Charles K. Parnell, and in prior Commission

Orders in the docket files of the Commission, of which the Commission takes judicial notice. By

filing its application, BRUI admits that it is a public utility within the meaning of S.C. Code

Ann. $ 58-5-10 and submits itself to the jurisdiction of the Commission.

2. The appropriate test year period for pmposes of this proceeding is the twelve-

month period ending December 31, 2003.
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BRUI chose to file its application on the twelve months ending December 31, 2003.

Accordingly, BRUI picked the test year ending December 31, 2003. Based on BRUI's proposed

test year, ORS utilized the same test period for its accounting and pro forma adjustments. A

fundamental principle of the ratemaking process is the establishment of a historical test year with

the basis for calculating a utility's operating margin and, consequently, the validity of the utility's

requested rate increase. The test year is established to provide the basis for making the most

accurate forecast of the utility's rate base, reserves, and expenses in the near future when the

prescribed rates are in effect. Porter v. South Carolina Public Service Commission, 328 S.C.

222, 493 S.E.2d 92 (1997), citing Hamm v. S.C. Pub. Serv. Comm 'n, 309 S.C. 282, 422 S.E. 2d

110 (1992). While the Commission considers a utility's proposed rate increase based upon

occurrences within the test year, the Commission will also consider adjustments for any known

and measurable out-of-test year changes in expenses, revenues, and investments, and will also

consider adjustments for any unusual situations which occurred in the test year. Where an

unusual situation exists which shows that the test year figures are atypical, the Commission

should adjust the test year data. See Southern Bell v. The Public Service Commission, 270 S.C.

590, 244 S,E. 2d 278 (1978);see also, Parker v. South Carolina Public Service Commission, 280

S.C. 310, 313 S.E.Zd 290 (1984), citing City of Pittsburgh v. Pennsylvania Public Utility

Commission, 187 P.A. Super. 341, 144 A.2d 648 (1958); Southern Bell v. The Public Service

Commission, 270 S.C. 590, 244 S.E.2d 278 (1978). Based on the information available to the

Commission, the Commission is of the opinion, and therefore concludes, that the test year ending

December 31, 2003 is appropriate for the purposes of this rate request.

The Commission will use operating margin as a guide in determining the

lawfulness of BRUI's proposed rates and for the fixing ofjust and reasonable rates.
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In its application, BRUI does not specify or propose a particular rate setting

methodology. "The Public Service Commission has wide latitude to determine an appropriate

rate-setting methodology. " Heater o Seabrook v. Public Service Commission o South Carolina,

324 S.C. 56, 64, 478 S.E.2d 826, 830 (1996). ORS, in support of its position and

recommendations in this case, presented in its exhibits and testimonies information regarding the

operating margins for per books test year, test year as adjusted, and Phase-I of the proposed

increase. See Hearing Exhibit No. 13, P. i (Synopsis) and Audit Exhibit A. ORS also presented

various alternative operating margins and associated revenue requirements for those operating

margins. Hearing Exhibit 8, Exhibit DMH-12. BRUI neither supplied any operating margin

information in its application nor supplied sufficient information on which rates could be set

using rate of return on rate base methodology. Because the only information available relates to

operating margin methodology, the Commission finds that operating margin is the appropriate

rate-setting methodology for use in this case.

4. BRUI is seeking an increase in rates in two phases with Phase-I occurring

immediately to provide an increase in rates "During Construction" of DHEC required upgrades

and Phase-II occurring "After Construction" of the DHEC required upgrades are completed.

By its Application, BRUI is seeking an increase in its rates and charges for sewer service

pursuant to a two-phase approach which BRUI asserts results in an increase of sewer service

revenues during Phase-I of $92,077 and an additional increase in revenues of $52,944 during

Phase-II.

The evidence for this finding concerning the amount of the requested rate increase is

contained in the application (as amended) by BRUI. BRUI application, Exhibit 2, P. 1 of 5. The

testimony and exhibits of ORS witness Roy Barnette show that the level of operating revenues
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under Phase-I of the rates are $364,126 which reflects ORS' adjustments and a net authorized

increase in operating revenues of $79,713. ORS does not recommend the increase of Phase-II

rates as those rates are tied to construction that has not yet begun at BRUI. However, after

reviewing Order No. 2005-42, dated February 2, 2005, Docket No. 2004-212-S on the rate

increase request of BRUI's sister company DSI wherein the Commission approved the two-

phase increase requested by DSI, ORS acknowledges the reasoning for the Commission's

decision and does not oppose approval of the two-phase increase for BRUI provided that the

Commission require the same type audit before the Phase-II increase is implemented as was

required of DSI in Order No. 2005-42.

We adopt ORS's calculations of the increase in revenues for Phase-I, because ORS's

calculation appropriately reflects annualized charges for sewer service without any additional

miscellaneous charges. ORS's adjustments to annualize the rates recognize revenues for sewer

service for a full year under the approved rates. We find that the annualized revenues for Phase-I

as calculated by ORS are appropriate to use in establishing rates. Therefore, the Commission

finds that BRUI is seeking an increase in its revenues of $79,713, under Phase-I of

the proposed increase. We further find that BRUI is seeking an additional increase of $52,944

under Phase-II as shown in BRUI's application.

At the hearing, ORS presented evidence that the net authorized increase in operating revenues was $74,259.
Subsequent to the hearing on BRUI's application, the Commission issued its Order No. 2005-42, dated February 2,
2005, Docket No. 2004-212-S on the rate increase request of BRUI's sister company DSI. In Order No. 2005-42, the

Commission correctly observed that ORS had netted out uncollectibles from revenues while still including

uncollectibles in expenses resulting in a double-counting of uncollectibles. After reviewing Order No. 2005-42, ORS
reviewed the treatment of uncollectibles in this case and found that the same error was made in this case. Correcting
for the double-counting of uncollectibles results in an increase of revenues of $5,454. ORS regrets this error in its

presentation and offers its apology to both BRUI and the Commission. After consulting with counsel for BRUI,
ORS has attempted to put the correct numbers in this proposed order.' In this paragraph, ORS refers to the Phase-I increase corrected for the double-counting of uncollectibles. Because
ORS only received the DSI Order (Order No. 2005-42) on February 4, 2005, ORS did not have sufficient time to
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under Phase-I of the rates are $364,126 which reflects ORS' adjustments and a net authorized

increase in operating revenues of $79,713.1 ORS does not recommend the increase of Phase-II

rates as those rates are tied to construction that has not yet begun at BRUI. However, after

reviewing Order No. 2005-42, dated February 2, 2005, Docket No. 2004-212-S on the rate

increase request of BRUI's sister company DSI wherein the Commission approved the two-

phase increase requested by DSI, ORS acknowledges the reasoning for the Commission's

decision and does not oppose approval of the two-phase increase for BRUI provided that the

Commission require the same type audit before the Phase-II increase is implemented as was

required of DSI in Order No. 2005-42.

We adopt ORS's calculations of the increase in revenues for Phase-I, because ORS's

calculation appropriately reflects annualized charges for sewer service without any additional

miscellaneous charges. ORS's adjustments to annualize the rates recognize revenues for sewer

service for a full year under the approved rates. We find that the annualized revenues for Phase-I

as calculated by ORS are appropriate to use in establishing rates. Therefore, the Commission

finds that BRUI is seeking an increase in its revenues of $79,713, under Phase-I of

the proposed increase. 2 We further find that BRUI is seeking an additional increase of $52,944

under Phase-II as shown in BRUI's application.

1 At the hearing, ORS presented evidence that the net authorized increase in operating revenues was $74,259.

Subsequent to the hearing on BRUI's application, the Commission issued its Order No. 2005-42, dated February 2,
2005, Docket No. 2004-212-S on the rate increase request of BRUI's sister company DSI. In Order No. 2005-42, the
Commission correctly observed that ORS had netted out uncollectibles from revenues while still including
uncollectibles in expenses resulting in a double-counting of uncollectibles. After reviewing Order No. 2005-42, ORS
reviewed the treatment of uncollectibles in this case and found that the same error was made in this case. Correcting
for the double-counting of uncollectibles results in an increase of revenues of $5,454. ORS regrets this error in its
presentation and offers its apology to both BRUI and the Commission. After consulting with counsel for BRUI,
ORS has attempted to put the correct numbers in this proposed order.
2 In this paragraph, ORS refers to the Phase-I increase corrected for the double-counting of uncollectibles. Because
ORS only received the DSI Order (Order No. 2005-42) on February 4, 2005, ORS did not have sufficient time to
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5. The appropriate operating revenues of BRUI during the test year under present

rates and after accounting and pro forma adjustments are $284,413.

BRUI's application shows per book test year total operating revenues of $266,084.

BRUI application, Exhibit 2, P. 1 of 5. ORS began with the per book test year operating

revenues of $266,084, and then ORS proposed an adjustment to per book operating revenues to

annualize service revenues. Hearing Exhibit 13, Audit Exhibit A and A-1. Staff's proposed

adjustment results in an increase to per book operating revenues of $18,329. ORS's adjustment

was based on a bill frequency analysis.

We find the adjustments proposed by ORS to be reasonable and adopt ORS's

adjustments. The effect of the ORS adjustments annualizes the test year revenues and as stated

by witness Barnette was justified and therefore verified by his audit. Therefore, we find the

appropriate operating revenues for the test year aAer accounting and pro forma adjustments to be

$284,413.

6. The appropriate operating expenses for BRUI for the test year under present rates

and after accounting and pro forma adjustments are $254,777.

The parties offered certain adjustments affecting operating expenses for the test year.

BRUI witness Parnell and ORS witnesses Morgan, Hipp and Barnette offered testimony and

exhibits detailing adjustments proposed by the parties. See Hearing Exhibits 8, 11, and 13 and

BRUI's Application. This section addresses the adjustments:

recalculate the Phase-II increase and associated increased expenses and resulting operating margin. However, ORS
does try to provide blanks in the appropriate places so that the Phase-II increase can be added to this proposed order.

This amount of As Adjusted operating expenses reflects increased rate case expenses as updated at the hearing.
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5. The appropriate operating revenues of BRUI during the test year under present

rates and after accounting and pro forma adjustments are $284,413.

BRUI's application shows per book test year total operating revenues of $266,084.

BRUI application, Exhibit 2, P. 1 of 5. ORS began with the per book test year operating

revenues of $266,084, and then ORS proposed an adjustment to per book operating revenues to

annualize service revenues. Hearing Exhibit 13, Audit Exhibit A and A-1. Staff's proposed

adjustment results in an increase to per book operating revenues of $18,329. ORS's adjustment

was based on a bill frequency analysis.

We find the adjustments proposed by ORS to be reasonable and adopt ORS's

adjustments. The effect of the ORS adjustments annualizes the test year revenues and as stated

by witness Barnette was justified and therefore verified by his audit. Therefore, we find the

appropriate operating revenues for the test year after accounting and pro forma adjustments to be

$284,413.

6. The appropriate operating expenses for BRUI for the test year under present rates

and after accounting and pro forma adjustments are $254,777. 3

The parties offered certain adjustments affecting operating expenses for the test year.

BRUI witness Parnell and ORS witnesses Morgan, Hipp and Bamette offered testimony and

exhibits detailing adjustments proposed by the parties. See Hearing Exhibits 8, 11, and 13 and

BRUI's Application. This section addresses the adjustments:

recalculate the Phase-II increase and associated increased expenses and resulting operating margin. However, ORS

does try to provide blanks in the appropriate places so that the Phase-II increase can be added to this proposed order.
3 This amount of As Adjusted operating expenses reflects increased rate case expenses as updated at the heating.
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A) Officer's Salar ORS Ad'ustment ¹2

1) Position of BRUI: BRUI proposes to increase officer's salary by $8,613.

2) Position of ORS: ORS found that no salary increase had been given and the increase was

due to BRUI's rounding of officer's salary. ORS Witness Barnette Prefiled Testimony,

P.5, ll. 8-10; Hearing Exhibit No. 13, Audit Exhibit A-l, P. 1 of 8.

3) Decision of the Commission: According to witness Barnette, this adjustment does not

reflect a known and measurable change. BRUI offered no further explanation for this

proposed adjustment. Therefore, because the adjustment does not reflect a known and

measurable out-of-test year change, we find that the adjustment cannot be accepted.

BRUI's proposed increase of officer's salary of $8,613 is not allowed.

B) Other Salaries ORS Ad'ustment ¹3

1) Position of BRUI: BRUI proposes to increase other salaries by $41.

2) Position of ORS: ORS found that no salary increase had been given and the increase was

due to BRUI's rounding of other salaries. ORS Witness Barnette Prefiled Testimony, P.

5, ll. 11-12;Hearing Exhibit No. 13, Audit Exhibit A-l, P. 1 of 8.

3) Decision of the Commission: ORS witness Barnette testified that this adjustment appears

to be due to rounding. Witness Barnette further stated that no salary increases had been

given and that the proposed adjustment was not known and measurable. Because the

adjustment cannot be verified, BRUI's proposed increase of other salaries is not allowed.

C) Kx enses for Re airs ORS Ad'ustment ¹4

1) Position of BRUI: BRUI proposes to increase expenses for repairs by $545.

2) Position of ORS: ORS neither found justification for this increase nor a known and

measurable out of test year change; therefore, no adjustment was made for BRUI's
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A) Officer's Salary [ORS Adjustment #21

1) Position ofBRUI: BRUI proposes to increase officer's salary by $8,613.

2) Position of ORS: ORS found that no salary increase had been given and the increase was

due to BRUI's rounding of officer's salary. ORS Witness Barnette Prefiled Testimony,

P.5, 11. 8-10; Hearing Exhibit No. 13, Audit Exhibit A-l, P. 1 of 8.

3) Decision of the Commission: According to witness Bamette, this adjustment does not

reflect a known and measurable change. BRUI offered no further explanation for this

proposed adjustment. Therefore, because the adjustment does not reflect a known and

measurable out-of-test year change, we find that the adjustment cannot be accepted.

BRUI's proposed increase of officer's salary of $8,613 is not allowed.

B) Other Salaries IORS Adjustment #31

1) Position ofBRUI: BRUI proposes to increase other salaries by $41.

2) Position of ORS: ORS found that no salary increase had been given and the increase was

due to BRUI's rounding of other salaries. ORS Witness Barnette Prefiled Testimony, P.

5, 11. 11-12; Hearing Exhibit No. 13, Audit Exhibit A-l, P. 1 of 8.

3) Decision of the Commission: ORS witness Barnette testified that this adjustment appears

to be due to rounding. Witness Barnette further stated that no salary increases had been

given and that the proposed adjustment was not known and measurable. Because the

adjustment cannot be verified, BRUI's proposed increase of other salaries is not allowed.

C) Expenses for Repairs [ORS Adjustment #4]

1) Position ofBRUI: BRUI proposes to increase expenses for repairs by $545.

2) Position of ORS: ORS neither found justification for this increase nor a known and

measurable out of test year change; therefore, no adjustment was made for BRUI's
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proposed increase in expenses for repairs. ORS Witness Barnette Prefiled Testimony, P.

5, ll. 13-16;Hearing Exhibit No. 13, Audit Exhibit A-1, P. 1 of 8.

3) Decision of the Commission: Because ORS did not find justification for this adjustment

and because BRUI offered no further explanation for this adjustment, we do not accept

the proposed increase in repairs expense. BRUI's proposed increase in expenses for

repairs is not allowed.

D) Bonuses ORS Ad'ustment ¹5

1) Position of BRUI: BRUI proposes to increase expenses for bonuses by $2,520.

2) Position of ORS: ORS found no justification or other known and measurable change for

BRUI's proposed increase to bonuses; therefore, ORS made no adjustment. However,

ORS does propose to reclassify bonuses of $3,795 that BRUI originally booked to Taxes-

Other Than Income. ORS proposes to include these bonuses in Other Salaries. ORS also

proposes to increase FICA/Medicare taxes by $2,475 based on annualized wages. These

changes result in a reduction to Taxes Other than Income of $1,320. ORS Witness

Barnette Prefiled Testimony, PP. 5-6; Hearing Exhibit No. 13, Audit Exhibit A-1, P. 2 of

3) Decision of the Commission: Because no justification for the proposed increase to

bonuses was found in the ORS audit or produced at the hearing, the Commission denies

this adjustment proposed by BRUI. The Commission finds the ORS reclassification of

bonuses from Taxes Other Than Income to General and Administrative {"G8cA")

Expenses and the increase in taxes for FICA/Medicare taxes is appropriate and approves

the proposed adjustment to GKA of $3,795 and net reduction of Taxes Other Than

Income of {$1,320).
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proposedincreasein expensesfor repairs. ORSWitnessBarnettePrefiledTestimony,P.

5, 11.13-16;HearingExhibit No. 13,Audit Exhibit A-l, P. 1of 8.

3) Decisionof theCommission: BecauseORSdid not find justification for this adjustment

andbecauseBRUI offeredno further explanationfor this adjustment,we do not accept

the proposedincreasein repairs expense.BRUI's proposedincreasein expensesfor

repairsis notallowed.

D) Bonuses [ORS Adiustment #5]

1) Position ofBRUI: BRUI proposes to increase expenses for bonuses by $2,520.

2) Position of ORS: ORS found no justification or other known and measurable change for

BRUI's proposed increase to bonuses; therefore, ORS made no adjustment. However,

ORS does propose to reclassify bonuses of $3,795 that BRUI originally booked to Taxes-

Other Than Income. ORS proposes to include these bonuses in Other Salaries. ORS also

proposes to increase FICA/Medicare taxes by $2,475 based on annualized wages. These

changes result in a reduction to Taxes Other than Income of $1,320. ORS Witness

Barnette Prefiled Testimony, PP. 5-6; Hearing Exhibit No. 13, Audit Exhibit A-l, P. 2 of

8.

3) Decision of the Commission: Because no justification for the proposed increase to

bonuses was found in the ORS audit or produced at the hearing, the Commission denies

this adjustment proposed by BRUI. The Commission finds the ORS reclassification of

bonuses from Taxes Other Than Income to General and Administrative ("G&A")

Expenses and the increase in taxes for FICA/Medicare taxes is appropriate and approves

the proposed adjustment to G&A of $3,795 and net reduction of Taxes Other Than

Income of ($1,320).
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E) InterestEx enses ORS Ad'ustment¹6

1) Position of BRUI: BRUI proposes to include interest expense of $27,339 as an above-

the-line operating expense.

2) Position of ORS: ORS found no justification to include interest expense as an above-the-

line operating expense. ORS also proposes to remove interest expense of $2,259. ORS

Witness Barnette testified the booked interest included $1,458 paid on equipment notes

that were satisfied following the test year and interest paid to BB&T of $801 on a

personal line of credit. ORS found BRUI was unable to identify the use of these funds.

ORS Witness Barnette Prefiled Testimony, P. 6, 11. 3-11;Hearing Exhibit No. 13, Audit

Exhibit A-l, P. 2 of 8.

3) Decision of the Commission: The Commission adopts the ORS proposed decrease to

interest expense of $2,259. Interest booked on equipment notes that have been satisfied

will not be a recurring expense of BRUI and thus that interest expense should be removed

for rate-making purposes. Also, interest on a personal line of credit is not an expense of

providing utility services. As for BRUI's proposed adjustment, BRUI has provided no

justification for including interest expense as an above-the-line item; therefore, we deny

BRUI's proposed adjustment to Interest Expense.

F) De reciation Ex ense ORSAd'ustment¹7

1) Position of BRUI: BRUI proposes to increase depreciation expense for plant in service

by $9,721.

2) Position of ORS: The Water/Wastewater Department proposes basing depreciation on

Florida Public Service Commission Water and Wastewater System Regulatory Law as

recommended by NARUC. Accordingly, ORS recommends that the new sewer plant be

PROPOSED ORDER OF THE OFFlCE OF REGULATORY STAFF

DOCKET NO. 2004-259-S- ORSPROPOSEDORDER
FEBRUARY 8, 2005
PAGE 11

E) Interest Expenses [ORS Adiustment #61

1) Position of BRUI: BRUI proposes to include interest expense of $27,339 as an above-

the-line operating expense.

2) Position of ORS: ORS found no justification to include interest expense as an above-the-

line operating expense. ORS also proposes to remove interest expense of $2,259. ORS

Witness Bamette testified the booked interest included $1,458 paid on equipment notes

that were satisfied following the test year and interest paid to BB&T of $801 on a

personal line of credit. ORS found BRUI was unable to identify the use of these funds.

ORS Witness Barnette Prefiled Testimony, P. 6, 11. 3-11; Hearing Exhibit No. 13, Audit

Exhibit A-l, P. 2 of 8.

3) Decision of the Commission: The Commission adopts the ORS proposed decrease to

interest expense of $2,259. Interest booked on equipment notes that have been satisfied

will not be a recurring expense of BRUI and thus that interest expense should be removed

for rate-making purposes. Also, interest on a personal line of credit is not an expense of

providing utility services. As for BRUI's proposed adjustment, BRUI has provided no

justification for including interest expense as an above-the-line item; therefore, we deny

BRUI's proposed adjustment to Interest Expense.

F) Depreciation Expense [ORS Adlustment #71

BRUI proposes to increase depreciation expense for plant in service1) Position of BRUI:

by $9,721.

2) Position of ORS: The Water/Wastewater Department proposes basing depreciation on

Florida Public Service Commission Water and Wastewater System Regulatory Law as

recommended by NARUC. Accordingly, ORS recommends that the new sewer plant be
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depreciated over 32 years. Next, ORS proposes to allocate certain plant purchased by DSI

that is also used by BRUI and Midlands Utility, Inc. ("MUI"). Finally, ORS reduced the

computed depreciation expense for the depreciation expense associated with tap fees. Tap

fees are contributions in aid of construction ("CIAC") and should be used to reduce rate

base, rather than be included in revenue. The adjustment removes depreciation expense on

plant paid for by CIAC. The total depreciation expense as computed by ORS amounts to

$21,154 less the depreciation expenses associated with cumulative tap fees of $11,413, for

ORS's computed Net Depreciation Expense of $9,741. ORS then subtracted the per book

depreciation expense of $14,279 &om ORS's computed Net Depreciation Expense amount

of $9,741 for an adjustment of ($4,538). See Audit Exhibit A-2 —Computation of

Depreciation Expense Adjustment. ORS Witnesses Morgan and Barnette Direct

Testimonies; Hearing Exhibit 11, Morgan Exhibit WJM-2; Hearing Exhibit 13, Audit

Exhibit A-2.

3) Decision of the Commission: We find that ORS's adjustments are appropriate and adopt

them as computed. Although the Commission ordered a 50-year service life in the last

Order, we find the ORS recommended 32-year service for plant is reasonable and sound.

See Commission Order No. 96-44 (January 19, 1996),Docket No. 94-727-S Application of

Development Service, Inc. for Approval of an Increase in Rates and Charges for Sewer

Service and Docket No. 94-728-S —Application of Bush River Utilities, Inc. for Approval

of an Increase in Rates and Charges for Sewer Service. NARUC's recommendation to

follow the Florida Public Service Commission Water and Wastewater System Regulatory

Law for service life is respected by this Commission.

G) Chemical Ex enses ORS Ad'ustment ¹8
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depreciatedover32 years.Next, ORSproposesto allocatecertainplantpurchasedby DSI

that is alsousedby BRUI andMidlandsUtility, Inc. ("MUr'). Finally, ORSreducedthe

computeddepreciationexpensefor thedepreciationexpenseassociatedwith tap fees.Tap

feesarecontributionsin aid of construction("CIAC") andshouldbe usedto reducerate

base,ratherthanbe includedin revenue.Theadjustmentremovesdepreciationexpenseon

plantpaid for by CIAC. Thetotal depreciationexpenseascomputedby ORSamountsto

$21,154lessthedepreciationexpensesassociatedwith cumulativetap feesof $11,413,for

ORS'scomputedNet DepreciationExpenseof $9,741. ORSthensubtractedtheperbook

depreciationexpenseof $14,279from ORS'scomputedNetDepreciationExpenseamount

of $9,741 for an adjustmentof ($4,538). See Audit Exhibit A-2 - Computationof

DepreciationExpense Adjustment. ORS WitnessesMorgan and Bamette Direct

Testimonies;Hearing Exhibit 11, Morgan Exhibit WJM-2; Hearing Exhibit 13, Audit

Exhibit A-2.

3) Decisionof the Commission:We find that ORS's adjustmentsareappropriateandadopt

them ascomputed. Although the Commissionordereda 50-yearservicelife in the last

Order,we find theORSrecommended32-yearservicefor plant is reasonableandsound.

See Commission Order No. 96-44 (January 19, 1996), Docket No. 94-727-S Application of

Development Service, Inc. for Approval of an Increase in Rates and Charges for Sewer

Service and Docket No. 94-728-S - Application of Bush River Utilities, Inc. for Approval

of an Increase in Rates and Charges for Sewer Service. NARUC's recommendation to

follow the Florida Public Service Commission Water and Wastewater System Regulatory

Law for service life is respected by this Commission.

G) Chemical Expenses [ORS Adinstment #81
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1) Position of BRUI: BRUI proposes to decrease Chemical Expense by $3,988.

2) Position of ORS: ORS did not allow this adjustment as BRUI did not provide

justification for the decrease and it appears that BRUI's adjustment is based on an

estimate. ORS proposed to adjust Chemical Expense by ($12,268) which results from

ORS reclassifying certain purchases made during the test year. ORS Witness Barnette

testified certain equipment was improperly recorded as expenses in the Chemical

Expense account on the books of the company, and ORS reclassified the expenses as

Plant in Service. ORS Witness Barnette Prefiled Testimony, P. 7, 11. 7-14; Hearing

Exhibit 13, Audit Exhibit A-l, P. 3 of 8.

3) Decision of the Commission: Because proper justification was not discovered during the

ORS audit or produced during the hearing, the Commission denies BRUI's proposed

adjustment. The Commission further adopts ORS's proposal to reclassify certain

expenses as reasonable and consistent with NARUC accounting guidelines.

H) Vehicle Ex enses ORS Ad'ustment ¹9

1) Position ofBRUI: BRUI proposes to increase Vehicle Expenses by $21.

2) Position of ORS: ORS witness Barnette presented testimony that the audit neither

revealed any justification for the proposed increase nor any other known and measurable

change. Therefore, ORS proposes to disallow BRUI's proposed adjustment. However,

ORS does propose to adjust vehicle expense by reclassifying auto and truck insurance

previously included in G&A expenses. During the test year, BRUI paid $753 for vehicle

insurance which was charged to G&A —Other operating expenses. ORS proposes to

reclassify this amount to Operating and Maintenance ("O&M") expenses —Vehicle

expense. Also, ORS proposes to allocate to MUI, an affiliated wastewater system, its
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1) PositionofBRUI: BRUI proposesto decreaseChemicalExpenseby $3,988.

2) Position of ORS: ORS did not allow this adjustmentas BRUI did not provide

justification for the decreaseand it appearsthat BRUI's adjustmentis basedon an

estimate.ORS proposedto adjustChemicalExpenseby ($12,268)which results from

ORS reclassifyingcertainpurchasesmadeduring the test year. ORS Witness Bamette

testified certain equipment was improperly recorded as expenses in the Chemical

Expense account on the books of the company, and ORS reclassified the expenses as

Plant in Service. ORS Witness Bamette Prefiled Testimony, P. 7, 11. 7-14; Hearing

Exhibit 13, Audit Exhibit A- 1, P. 3 of 8.

3) Decision of the Commission: Because proper justification was not discovered during the

ORS audit or produced during the hearing, the Commission denies BRUI's proposed

adjustment. The Commission further adopts ORS's proposal to reclassify certain

expenses as reasonable and consistent with NARUC accounting guidelines.

I-I) Vehicle Expenses IORS Adjustment #9]

1) Position ofBRUI: BRUI proposes to increase Vehicle Expenses by $21.

2) Position of ORS: ORS witness Barnette presented testimony that the audit neither

revealed any justification for the proposed increase nor any other known and measurable

change. Therefore, ORS proposes to disallow BRUI's proposed adjustment. However,

ORS does propose to adjust vehicle expense by reclassifying auto and truck insurance

previously included in G&A expenses. During the test year, BRUI paid $753 for vehicle

insurance which was charged to G&A - Other operating expenses. ORS proposes to

reclassify this amount to Operating and Maintenance ("O&M") expenses - Vehicle

expense. Also, ORS proposes to allocate to MUI, an affiliated wastewater system, its
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portion of insurance premiums paid by BRUI. During the test year, BRUI made an

insurance installment payment to Auto-Owner Insurance Co. in the amount of $5,106 of

which $3,926 was for related vehicle insurance. Of the $3,926 in vehicle premiums, $808

was related to personal vehicles. The remaining $3,118 was related to vehicles and also

included in G8rA —Other operating expense. ORS proposes to allocate the $3,118 to MUI

and BRUI based on the percentage of single family equivalents. Single family equivalents

were 2,937 (69.09%) for MUI and 1,314 (30.91%) for BRUI. Therefore, MUI would be

charged 69.09% or $2,154 and BRUI, 30.91% or $964. ORS proposes to make this

allocation. ORS Witness Barnette Prefiled Testimony, P.P. 7-8; Hearing Exhibit 13,

Audit Exhibit A-1, P. 3 of 8.

3) Decision of the Commission: The Commission agrees with the ORS position on

disallowance of increased vehicle expenses considering no justification was provided.

The Commission also finds ORS's reclassification and allocation of vehicle expenses are

appropriate. It is appropriate to remove the insurance premium paid on a personal

vehicle as that vehicle is not used in providing utility services. Because BRUI paid

insurance premiums for an affiliated utility, it is also appropriate to allocate the portion of

the insurance premiums to the affiliated company so that the ratepayers of BRUI are not

paying expenses of the affiliated utility.
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3)

portion of insurance premiums paid by BRUI. During the test year, BRUI made an

insurance installment payment to Auto-Owner Insurance Co. in the amount of $5,106 of

which $3,926 was for related vehicle insurance. Of the $3,926 in vehicle premiums, $808

was related to personal vehicles. The remaining $3,118 was related to vehicles and also

included in G&A- Other operating expense. ORS proposes to allocate the $3,118 to MUI

and BRUI based on the percentage of single family equivalents. Single family equivalents

were 2,937 (69.09%) for MUI and 1,314 (30.91%) for BRUI. Therefore, MUI would be

charged 69.09% or $2,154 and BRUI, 30.91% or $964. ORS proposes to make this

allocation. ORS Witness Bamette Prefiled Testimony, P.P. 7-8; Hearing Exhibit 13,

Audit Exhibit A-l, P. 3 of 8.

Decision of the Commission: The Commission agrees with the ORS position on

disallowance of increased vehicle expenses considering no justification was provided.

The Commission also finds ORS's reclassification and allocation of vehicle expenses are

appropriate. It is appropriate to remove the insurance premium paid on a personal

vehicle as that vehicle is not used in providing utility services. Because BRUI paid

insurance premiums for an affiliated utility, it is also appropriate to allocate the portion of

the insurance premiums to the affiliated company so that the ratepayers of BRUI are not

paying expenses of the affiliated utility.
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I) Professional Services ORS Ad'ustment ¹10

1) Position of BRUI: BRUI proposes to increase expenses for Professional Services by

$1,600.

2) Position of ORS: The ORS audit determined there was no justification for the proposed

increase and that the adjustment of $1,600 is the result of an estimate. Therefore, ORS

did not allow the adjustment. ORS did find an adjustment was necessary, however, to

increase Professional Services to reflect an increase in accounting fees of $650. ORS

Witness Barnette Prefiled Testimony, P. 8, 11. 9-11;Hearing Exhibit 13, Audit Exhibit A-

1, P. 3 of8.

3) Decision of the Commission: The Commission found no justification or other known and

measurable reason for allowing BRUI's proposal to increase GKA expenses by $1,600

for Professional Services. The Commission does find ORS's adjustment of $650 for

increase in accounting fees reasonable for regulatory purposes and justifiable through

documentation found during the ORS audit. Therefore, the ORS adjustment is approved.

J) Utilities ORS Ad ustment ¹11

1) Position of BRUI: BRUI proposes to increase Utilities expenses $55.

2) Position of ORS: ORS presented testimony that this proposed adjustment was due to

rounding and was not due to any known and measurable change. Therefore, ORS did not

allow the adjustment. ORS Witness Barnette Direct Testimony P. 8, ll. 12-14; Hearing

Exhibit 13, Audit Exhibit A-l, P. 4 of 8.

3) Decision of the Commission: The Commission agrees with ORS that no justification for

this increase was found during the audit or produced at the hearing, and the Commission

does not allow BRUI's proposed adjustment.
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I)

J)

Professional Services [ORS Adjustment #10|

1) Position of BRUI: BRUI proposes to increase expenses for Professional Services by

$1,600.

2) Position of ORS: The ORS audit determined there was no justification for the proposed

increase and that the adjustment of $1,600 is the result of an estimate. Therefore, ORS

did not allow the adjustment. ORS did find an adjustment was necessary, however, to

increase Professional Services to reflect an increase in accounting fees of $650. ORS

Witness Bamette Prefiled Testimony, P. 8, 11. 9-11; Hearing Exhibit 13, Audit Exhibit A-

1, P. 3 of 8.

3) Decision of the Commission: The Commission found no justification or other known and

measurable reason for allowing BRUI's proposal to increase G&A expenses by $1,600

for Professional Services. The Commission does find ORS's adjustment of $650 for

increase in accounting fees reasonable for regulatory purposes and justifiable through

documentation found during the ORS audit. Therefore, the ORS adjustment is approved.

Utilities [ORS Adjustment #11|

1) Position ofBRUI: BRUI proposes to increase Utilities expenses $55.

2) Position of ORS: ORS presented testimony that this proposed adjustment was due to

rounding and was not due to any known and measurable change. Therefore, ORS did not

allow the adjustment. ORS Witness Bamette Direct Testimony P. 8, 11. 12-14; Heating

Exhibit 13, Audit Exhibit A-l, P. 4 of 8.

3) Decision of the Commission: The Commission agrees with ORS that no justification for

this increase was found during the audit or produced at the heating, and the Commission

does not allow BRUI's proposed adjustment.
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K) Administrative Kx enses ORS Ad'ustment 412

1) Position of BRUI: BRUI proposes to reduce Administrative expenses by $6,000.

2) Position of ORS: ORS Witness Barnette presented testimony that, during the audit, the

ORS staff verified the booked expenses related to Administrative expense. ORS

determined the Administrative expenses for both BRUI and MUI are paid by MUI. ORS

compiled those expenses that make up this category of expense from the books and records

of MUI. Since MUI has a fiscal year ending June 30'", ORS took a two year average of all

expenses in this category in an effort to estimate the appropriate allocation of

Administrative expenses on the books of BRUI. ORS's calculations indicate that the

expenses to be allocated totaled $88,173. The average expenses were then allocated to

each company based upon single family equivalents, with MUI bearing 69.09% of the

expense and BRUI bearing 30.91% of the expense. ORS therefore recommends an

additional $3,254 in Administrative Expense be allocated to BRUI. ORS Witness Barnette

Direct Testimony PP. 8-9; Hearing Exhibit 13, Audit Exhibit A-1, P. 4 of 8.

3) Decision of the Commission: The Commission adopts the ORS position on

Administrative expenses and will allow these expenses to be allocated to BRUI and MUI.

The Commission also finds ORS's allocation based on single family equivalents is

reasonable and appropriate for regulatory purposes and approves the adjustment of

$3,254. The Commission found no justification or other known and measurable reason to

allow BRUI's proposal to reduce Administrative expenses by $6,000. Therefore, the

Commission disallows BRUI's proposed adjustment.
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K) Administrative Expenses [ORS Adiustment #121

1) Position ofBRUI: BRUI proposes to reduce Administrative expenses by $6,000.

2) Position of ORS: ORS Witness Bamette presented testimony that, during the audit, the

ORS staff verified the booked expenses related to Administrative expense. ORS

determined the Administrative expenses for both BRUI and MUI are paid by MUI. ORS

compiled those expenses that make up this category of expense from the books and records

of MUI. Since MUI has a fiscal year ending June 30 th, ORS took a two year average of all

expenses in this category in an effort to estimate the appropriate allocation of

Administrative expenses on the books of BRUI. ORS's calculations indicate that the

expenses to be allocated totaled $88,173. The average expenses were then allocated to

each company based upon single family equivalents, with MUI beating 69.09% of the

expense and BRUI beating 30.91% of the expense. ORS therefore recommends an

additional $3,254 in Administrative Expense be allocated to BRUI. ORS Witness Bamette

Direct Testimony PP. 8-9; Heating Exhibit 13, Audit Exhibit A-l, P. 4 of 8.

3) Decision of the Commission: The Commission adopts the ORS position on

Administrative expenses and will allow these expenses to be allocated to BRUI and MUI.

The Commission also finds ORS's allocation based

reasonable and appropriate for regulatory purposes

on single family equivalents is

and approves the adjustment of

$3,254. The Commission found no justification or other known and measurable reason to

allow BRUI's proposal to reduce Administrative expenses by $6,000. Therefore, the

Commission disallows BRUI's proposed adjustment.
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L) Loan Costs ORS Ad'ustment ¹13

1) Position of BRUI: BRUI proposes to amortize loan costs of $81,591. Their proposal is to

amortize BRUI's proportionate share of these loan costs at the rate of $1,500 per year

over a 20 year period.

2) Position of ORS: ORS proposes that all loan costs be capitalized rather then expensed

and that no amortization be recognized. By capitalizing these costs, BRUI will recover

the loan costs through depreciation expense over the useful life of the asset to be

constructed. ORS Witness Barnette Direct Testimony P. 9, 11. 5-10; Hearing Exhibit 13,

Audit Exhibit A-l, P. 4 of 8.

3) Decision of the Commission: The Commission finds ORS's proposal to be in accordance

with regulatory accounting principles and recognizes that these expenses should be

capitalized as a portion of the capital expenditures for the upgrades to the wastewater

treatment plant. The Commission, therefore, disallows BRUI's proposed adjustment to

amortize loan costs as an expense item.

M) OtherO eratin Kx enses ORSAd'ustment¹14

1) Position of BRUI: BRUI proposes to decrease Other Operating Expenses by $1,794.

2) Position of ORS: ORS Witness Barnette presented testimony that the ORS audit did not

reveal justification for the proposed decrease in operating expenses. ORS therefore

determined BRUI's proposed decrease is the result of an estimate and did not allow the

adjustment. ORS Witness Barnette Direct Testimony P. 9, 11. 11-13;Hearing Exhibit 13,

Audit Exhibit A-l, P. 5 of 8.
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L) Loan Costs [ORS Adjustment #131

1) Position ofBRUI: BRUI proposes to amortize loan costs of $81,591. Their proposal is to

amortize BRUI's proportionate share of these loan costs at the rate of $1,500 per year

over a 20 year period.

2) Position of ORS: ORS proposes that all loan costs be capitalized rather then expensed

and that no amortization be recognized. By capitalizing these costs, BRUI will recover

the loan costs through depreciation expense over the useful life of the asset to be

constructed. ORS Witness Barnette Direct Testimony P. 9, 11. 5-10; Hearing Exhibit 13,

Audit Exhibit A-l, P. 4 of 8.

3) Decision of the Commission: The Commission finds ORS's proposal to be in accordance

with regulatory accounting principles and recognizes that these expenses should be

capitalized as a portion of the capital expenditures for the upgrades to the wastewater

treatment plant. The Commission, therefore, disallows BRUI's proposed adjustment to

amortize loan costs as an expense item.

M) Other Operating Expenses [ORS Adiustment #141

1) Position ofBRUI: BRUI proposes to decrease Other Operating Expenses by $1,794.

2) Position of ORS: ORS Witness Bamette presented testimony that the ORS audit did not

reveal justification for the proposed decrease in operating expenses. ORS therefore

determined BRUI's proposed decrease is the result of an estimate and did not allow the

adjustment. ORS Witness Barnette Direct Testimony P. 9, 11. 11-13; Hearing Exhibit 13,

Audit Exhibit A-1, P. 5 of 8.
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3) Decision of the Commission: The Commission finds BRUI did not offer sufficient

justification during the audit or at the hearing to allow the proposed decrease to Other

Operating Expenses and disallows the adjustment.

N) Rate Case Kx enses ORS Ad'ustment ¹15

1) Position of BRUI: BRUI proposes to adjust for rate case expenses associated with this

filing by amortizing $23,151 for rate case expenses over a three year period. BRUI

presented testimony that three years is the standard amortization period used for rate case

expenses that has been approved by the Commission in the past. Further, in response to

ORS Data Requests„BRUI stated "this is the standard amortization period used for rate

case expense that has been approved by the Commission in the past.
"

Hearing Exhibit

No. 2, Data Request No. 1.38.

2) Position of ORS: ORS proposed to amortize the rate case expenses of $12,977 over a 5-

year period. ORS Witness Barnette Direct Testimony P.P. 9-10; Hearing Exhibit 13,

Audit Exhibit A-1. The adjustment is comprised of $700 for expenses for accounting

services during the test year and $12,277 for legal expenses as of the time of ORS' audit.

At the hearing, ORS did not object to BRUI submitting an exhibit detailing updated rate

rate case legal expenses of $22,451 for total rate case expenses of $23,151. ORS

considered time between rate cases as one measure for an amortization period. BRUI's

previous rate case proceedings were in 1996 and 1987 resulting in approximately 8.5

years between rate cases. However, ORS testified that an 8.5 year amortization period is

too long and proposed 5 years as a more reasonable amortization period. ORS Witness

Barnette Direct Testimony and Audit Exhibit A-l, P. 5 of 8. Using the ORS amortization
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3) Decision of the Commission: The Commission finds BRUI did not offer sufficient

justification during the audit or at the hearing to allow the proposed decrease to Other

Operating Expenses and disallows the adjustment.

N) Rate Case Expenses IORS Adjustment #15]

1) Position of BRUI: BRUI proposes to adjust for rate case expenses associated with this

filing by amortizing $23,151 for rate case expenses over a three year period. BRUI

presented testimony that three years is the standard amortization period used for rate case

expenses that has been approved by the Commission in the past. Further, in response to

ORS Data Requests, BRUI stated "this is the standard amortization period used for rate

case expense that has been approved by the Commission in the past." Heating Exhibit

No. 2, Data Request No. 1.38.

2) Position of ORS: ORS proposed to amortize the rate case expenses of $12,977 over a 5-

year period. ORS Witness Bamette Direct Testimony P.P. 9-10; Heating Exhibit 13,

Audit Exhibit A-1. The adjustment is comprised of $700 for expenses for accounting

services during the test year and $12,277 for legal expenses as of the time of ORS' audit.

At the hearing, ORS did not object to BRUI submitting an exhibit detailing updated rate

rate case legal expenses of $22,451 for total rate case expenses of $23,151. ORS

considered time between rate cases as one measure for an amortization period. BRUI's

previous rate case proceedings were in 1996 and 1987 resulting in approximately 8.5

years between rate cases. However, ORS testified that an 8.5 year amortization period is

too long and proposed 5 years as a more reasonable amortization period. ORS Witness

Barnette Direct Testimony and Audit Exhibit A-l, P. 5 of 8. Using the ORS amortization
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period of 5 years with the updated rate case expenses from Hearing Exhibit 8, results in

an adjustment of $4,630.

3) Decision of the Commission: The Commission concludes that the ORS adjustments for

rate case expenses are appropriate for the purposes of this Order. The ORS adjustment is

based on expenses incurred during the test year and billing invoices detailing legal fees

charged as of the hearing date. The Commission adopts a five-year amortization period

as a reasonable period for BRUI to recover these expenses without causing undue

hardship on ratepayers. BRUI's position that three years is the standard amortization

period used for rate case expenses that has been approved by the Commission in the past

is not sufficient legal justification for use of a three year amortization period. The

Commission cannot make an adjustment based merely on past Commission practice.

Hamm v. South Carolina Public Service Comm 'n, 309 S.C. 282, 422 S.E.2d 110 (1992).

On the other hand, another jurisdiction has recognized that an appropriate amortization

period is the time incurred between rate cases. In Mississippi Public Service Commission

v. Coast Waterworks, Inc. 437, So.2d 448 (1983), the Supreme Court of Mississippi

stated

since utilities normally do not apply for an increase each year, the
total cost for preparing the rate case should not be allowed in the
test year. Instead, the cost should be amortized over a number of
years reasonably representing the period, as shown by experience,
between applications for a rate increase.

While no one can accurately predict when the utility will present another case for a rate

increase, the fact that the Commission approves both Phase-I and Phase-II of the

The updated legal expenses of $22,451 and the accountant's fees of $700 bring total updated rate case expenses to
$23, 151, which amortized over the 5 years proposed by the ORS results in an adjustment of $4,630.
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3)

period of 5 years with the updated rate case expenses from Hearing Exhibit 8, results in

an adjustment of $4,630. 4

Decision of the Commission: The Commission concludes that the ORS adjustments for

rate case expenses are appropriate for the purposes of this Order. The ORS adjustment is

based on expenses incurred during the test year and billing invoices detailing legal fees

charged as of the hearing date. The Commission adopts a five-year amortization period

as a reasonable period for BRUI to recover these expenses without causing undue

hardship on ratepayers. BRUI's position that three years is the standard amortization

period used for rate case expenses that has been approved by the Commission in the past

is not sufficient legal justification for use of a three year amortization period. The

Commission cannot make an adjustment based merely on past Commission practice.

Hamm v. South Carolina Public Service Comm 'n, 309 S.C. 282, 422 S.E.2d 110 (1992).

On the other hand, another jurisdiction has recognized that an appropriate amortization

period is the time incurred between rate cases. In Mississippi Public Service Commission

v. Coast Waterworks, Inc. 437, So.2d 448 (1983), the Supreme Court of Mississippi

stated

since utilities normally do not apply for an increase each year, the

total cost for preparing the rate case should not be allowed in the

test year. Instead, the cost should be amortized over a number of

years reasonably representing the period, as shown by experience,

between applications for a rate increase.

While no one can accurately predict when the utility will present another case for a rate

increase, the fact that the Commission approves both Phase-I and Phase-II of the

4 The updated legal expenses of $22,451 and the accountant's fees of $700 bring total updated rate case expenses to
$23,151, which amortized over the 5 years proposed by the ORS results in an adjustment of $4,630.

PROPOSED ORDER OF THE OFFICE OF REGULATORY STAFF



DOCKET NO. 2004-259-S —ORS PROPOSED ORDER
FEBRUARY 8, 2005
PAGE 20

proposed increase also means that BRUI will not need to seek rate relief as soon as if the

Commission only approved Phase-I of the requested rates. The Commission will

therefore allow $23,151 in rate case expenses to be recovered over 5 years for an

adjustment of $4,630.

0) 0 eratin and Maintenance Ex ense ORS Ad'ustment ¹16

1) Position of BRUI: BRUI proposes to reduce OAM expense by $140 for a reduction in

Sludge and Waste Disposal Expense.

2) Position of ORS: ORS Witness Barnette testified that during the audit, ORS determined

that the per book amounts were accurately reflected and that the BRUI reduction was the

result of an estimate. Therefore, ORS proposes to disallow this adjustment. ORS Witness

Barnette Direct Testimony P. 10, 11. 4-7; Hearing Exhibit 13, Audit Exhibit A-l, P. 5 of 8.

3) Decision of the Commission: The Commission finds that no testimony or evidence was

presented which would show this adjustment was known and measurable. Therefore,

because no justification for the proposed decrease to OEM expense was found in the

ORS audit or produced at the hearing, the Commission denies this adjustment proposed

by BRUI. Accordingly, the proposed decrease of $140 to OAM expense is not allowed.

P) Truck Ex enses ORS Ad'ustment¹17

1) Position of BRUI: BRUI did not propose an adjustment related to Truck Expenses.

2) Position of ORS: ORS proposes to adjust truck expenses to reflect one-third (1/3) of the

expenses to BRUI. BRUI stated that it used a Ford F-250 owned by DSI one-third (1/3) of

the time. Total truck expenses as reflected on the books ofDSI, amounts to $1,109 which is

comprised of $858 for vehicle insurance and $251 for vehicle repairs. One-third (1/3) of

$1,109 is $370; therefore, to allow one-third (1/3) of the truck expenses, ORS's adjustment
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proposedincreasealsomeansthatBRUI will not needto seekraterelief assoonasif the

Commission only approvedPhase-I of the requestedrates. The Commission will

therefore allow $23,151 in rate caseexpensesto be recoveredover 5 years for an

adjustmentof $4,630.

O) Operating and Maintenance Expense [ORS Adjustment #161

1) Position of BRUI: BRUI proposes to reduce O&M expense by $140 for a reduction in

Sludge and Waste Disposal Expense.

2) Position of ORS: ORS Witness Bamette testified that during the audit, ORS determined

that the per book amounts were accurately reflected and that the BRUI reduction was the

result of an estimate. Therefore, ORS proposes to disallow this adjustment. ORS Witness

Bamette Direct Testimony P. 10, 11.4-7; Hearing Exhibit 13, Audit Exhibit A-l, P. 5 of 8.

3) Decision of the Commission: The Commission finds that no testimony or evidence was

presented which would show this adjustment was known and measurable. Therefore,

because no justification for the proposed decrease to O&M expense was found in the

ORS audit or produced at the hearing, the Commission denies this adjustment proposed

by BRUI. Accordingly, the proposed decrease of $140 to O&M expense is not allowed.

P) Truck Expenses [ORS Adjustment #171

1) Position ofBRUI: BRUI did not propose an adjustment related to Truck Expenses.

2) Position of ORS: ORS proposes to adjust truck expenses to reflect one-third (1/3) of the

expenses to BRUI. BRUI stated that it used a Ford F-250 owned by DSI one-third (1/3) of

the time. Total truck expenses as reflected on the books of DSI, amounts to $1,109 which is

comprised of $858 for vehicle insurance and $251 for vehicle repairs. One-third (1/3) of

$1,109 is $370; therefore, to allow one-third (1/3) of the truck expenses, ORS's adjustment
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is $370 to O&M expense. ORS also allocated and allowed one-third (1/3) of the total

vehicle taxes to BRUI resulting in an adjustment to Taxes Other Than Income of $109.The

total vehicle taxes as booked by DSI were $328 and therefore an adjustment of $109 was

required to allocate one-third (1/3) of that expense to BRUI. ORS Witness Barnette

Prefiled Testimony, P. 10, 11. 4-7; Hearing Exhibit 13, Audit Exhibit A-l, P. 6 of 8. ORS

Witness Morgan Prefiled Testimony P. 4, 11. 1-8.

3) Decision of the Commission: As the Commission approved this adjustment in its order

for the DSI rate case, the Commission also adopts the ORS position on vehicle expenses

for BRUI and will allow the vehicle expenses to be adjusted to reflect BRUI's expenses

for its portion of the truck usage. See Commission Order No. 2005-42 (February 2, 2005),

Docket No. 2004-212-S —Application of Development Service, Inc. for Approval of a

New Schedule of Rates and Charges for Sewage Service Provided to Residential and

Commercial Customers in all Areas Served. Testimony shows BRUI uses the truck one-

third (1/3) of the time and should therefore be responsible for one-third (1/3) of the

vehicle expenses. It would not be fair or responsible to require DSI rate payers to pay for

100'/0 of the truck expenses when the truck is used one-third (1/3) of the time for the

benefit of BRUI's customers; therefore, the Commission adopts the ORS adjustments to

vehicle expenses.

Q) Insurance Premiums ORS Ad'ustment ¹18

1) Position of BRUI: BRUI did not propose to include group insurance premiums paid on

BRUI's Plant in Service in its expenses for the test year.

2) Position of ORS: ORS proposes to allocate a portion of group insurance coverage

premiums for general liability coverage and umbrella coverage on BRUI's Plant in
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is $370 to O&M expense. ORS also allocated and allowed one-third (1/3) of the total

vehicle taxes to BRUI resulting in an adjustment to Taxes Other Than Income of $109. The

total vehicle taxes as booked by DSI were $328 and therefore an adjustment of $109 was

required to allocate one-third (1/3) of that expense to BRUI. ORS Witness Barnette

Prefiled Testimony, P. 10, 11. 4-7; Hearing Exhibit 13, Audit Exhibit A-l, P. 6 of 8. ORS

Witness Morgan Prefiled Testimony P. 4, 11. 1-8.

3) Decision of the Commission: As the Commission approved this adjustment in its order

for the DSI rate case, the Commission also adopts the ORS position on vehicle expenses

for BRUI and will allow the vehicle expenses to be adjusted to reflect BRUI's expenses

for its portion of the truck usage. See Commission Order No. 2005-42 (February 2, 2005),

Docket No. 2004-212-S - Application of Development Service, Inc. for Approval of a

New Schedule of Rates and Charges for Sewage Service Provided to Residential and

Commercial Customers in all Areas Served. Testimony shows BRUI uses the truck one-

third (1/3) of the time and should therefore be responsible for one-third (1/3) of the

vehicle expenses. It would not be fair or responsible to require DSI rate payers to pay for

100% of the truck expenses when the truck is used one-third (1/3) of the time for the

benefit of BRUI's customers; therefore, the Commission adopts the ORS adjustments to

vehicle expenses.

Q) Insurance Premiums [ORS Adjustment #181

1) Position of BRUI: BRUI did not propose to include group insurance premiums paid on

BRUI's Plant in Service in its expenses for the test year.

2) Position of ORS: ORS proposes to allocate a portion of group insurance coverage

premiums for general liability coverage and umbrella coverage on BRUI's Plant in
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Service. ORS witness Barnette testified that an insurance payment of $5,106 was made

by BRUI. Of this payment, ORS determined during its audit that $3,926 was for

insurance coverage on vehicles. ORS determined the remaining $1,180 is for general

liability and umbrella coverage on commercial property. ORS allocated the $1,180

among the three companies based on single family equivalents resulting in an adjustment

to BRUI's expenses of ($895). ORS Witness Barnette Direct Testimony, PP. 10-11;

Hearing Exhibit 13, Audit Exhibit A-l, P. 6 of 8.

3) Decision of the Commission: The Commission has found ORS's adjustments and manner

in arriving at these adjustments to be reasonable and verifiable. The Commission allows

the ORS recommended adjustments to BRUI's expenses of ($895) for its portion of

group insurance coverage premiums.

R) Tele hone Ex enses ORS Ad ustment¹19

1) Position of BRUI: In the application, BRUI proposed to increase telephone expenses by

$377.

2) Position of ORS: ORS presented testimony that this proposed adjustment was due to

rounding and was not due to any known and measurable change. Therefore, ORS did not

allow this adjustment. ORS Witness Barnette Direct Testimony P. 11; Hearing Exhibit

13, Audit Exhibit A-l, P. 6 of 8.

3) Decision of the Commission: The Commission finds that no testimony or evidence was

presented which would show this adjustment was known and measurable. Therefore,

because no justification for the proposed increase to telephone expenses was found in the

ORS audit or produced at the hearing, the Commission denies this adjustment proposed
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Service. ORSwitnessBarnettetestifiedthat an insurancepaymentof $5,106wasmade

by BRUI. Of this payment,ORS determinedduring its audit that $3,926was for

insurancecoverageon vehicles. ORS determinedthe remaining$1,180is for general

liability and umbrella coverageon commercialproperty. ORS allocatedthe $1,180

amongthethreecompaniesbasedonsinglefamily equivalentsresultingin anadjustment

to BRUI's expensesof ($895). ORS WitnessBarnetteDirect Testimony,PP. 10-11;

HeatingExhibit 13,Audit Exhibit A-l, P.6 of 8.

3) Decisionof theCommission:TheCommissionhasfoundORS's adjustmentsandmanner

in arrivingat theseadjustmentsto be reasonableandverifiable. TheCommissionallows

the ORS recommendedadjustmentsto BRUI's expensesof ($895) for its portion of

groupinsurancecoveragepremiums.

R) Telephone Expenses [ORS Adjustment #191

1) Position of BRUI: In the application, BRUI proposed to increase telephone expenses by

$377.

2) Position of ORS: ORS presented testimony that this proposed adjustment was due to

rounding and was not due to any known and measurable change. Therefore, ORS did not

allow this adjustment. ORS Witness Bamette Direct Testimony P. 11; Hearing Exhibit

13, Audit Exhibit A- 1, P. 6 of 8.

3) Decision of the Commission: The Commission finds that no testimony or evidence was

presented which would show this adjustment was known and measurable. Therefore,

because no justification for the proposed increase to telephone expenses was found in the

ORS audit or produced at the hearing, the Commission denies this adjustment proposed
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by BRUI. Accordingly, the proposed increase of $377 to telephone expense is not

allowed.
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by BRUI.

allowed.

Accordingly, the proposedincreaseof $377 to telephoneexpenseis not
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S) DHEC Fines ORS Ad'ustment ¹20

1) Position ofBRUI: BRUI proposes to include DHEC fines of $3,500.

2) Position of ORS: ORS presented testimony that the proposed inclusion of $3,500 for

DHEC fines reflects a reduction in fines of $5,900 from the $9,400 BRUI indicated it

incurred during the test year in its application. ORS determined this amount included

fines of $7,138 and the Public Utility Assessment Tax of $2,262. ORS proposes to

eliminate DHEC fines of $7,138, as they are not considered a normal business expense, and

to reclassify the Public Utility Assessment Tax of $2,262 from DHEC fines to Taxes Other

Than Income. This is a total adjustment of ($9,400) to G&A expense and an adjustment of

$2,262 to Taxes Other Than Income. BRUI included both of these items in the per book

General and Administrative Expenses. ORS Witness Barnette Direct Testimony, P. 11;

Hearing Exhibit 13, Audit Exhibit A-l, P. 7 of 8.

3) Decision of the Commission: The Commission agrees with ORS and disallows DHEC

fines as they are not considered a normal business expense. BRUI is required to operate

in compliance with the law, and fines or penalties associated with noncompliance are not

a normal cost of business that should be borne by ratepayers.

T) Gross Recei ts Tax ORS Ad'ustment ¹21

1) Position of BRUI: BRUI did not propose an adjustment to the As Adjusted Revenues for

Gross Receipts Tax.

2) Position of ORS: ORS witness Barnette testified ORS applied the most recent gross

receipts factor of 0.007733226 to the As Adjusted Revenues. The gross receipts factor

includes costs for administration, the Public Service Commission, and the Office of

Regulatory Staff. ORS applied the factor to the as adjusted revenue of $284,413 for total
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S) DttEC Fines ]ORS Adjustment #201

1) Position ofBRUI: BRUI proposes to include DHEC fines of $3,500.

2) Position of ORS: ORS presented testimony that the proposed inclusion of $3,500 for

DHEC fines reflects a reduction in fines of $5,900 from the $9,400 BRUI indicated it

incurred during the test year in its application. ORS determined this amount included

fines of $7,138 and the Public Utility Assessment Tax of $2,262. ORS proposes to

eliminate DHEC fines of $7,138, as they are not considered a normal business expense, and

to reclassify the Public Utility Assessment Tax of $2,262 from DHEC fines to Taxes Other

Than Income. This is a total adjustment of ($9,400) to G&A expense and an adjustment of

$2,262 to Taxes Other Than Income. BRUI included both of these items in the per book

General and Administrative Expenses. ORS Witness Bamette Direct Testimony, P. 11;

Hearing Exhibit 13, Audit Exhibit A-l, P. 7 of 8.

3) Decision of the Commission: The Commission agrees with ORS and disallows DHEC

fines as they are not considered a normal business expense. BRUI is required to operate

in compliance with the law, and fines or penalties associated with noncompliance are not

a normal cost of business that should be home by ratepayers.

T) Gross Receipts Tax [ORS Adjustment #21]

1) Position ofBRUI: BRUI did not propose an adjustment to the As Adjusted Revenues for

Gross Receipts Tax.

2) Position of ORS" ORS witness Bamette testified ORS applied the most recent gross

receipts factor of 0.007733226 to the As Adjusted Revenues. The gross receipts factor

includes costs for administration, the Public Service Commission, and the Office of

Regulatory Staff. ORS applied the factor to the as adjusted revenue of $284,413 for total
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gross receipts of $2,199 less the per book amount of $2,262 for an adjustment of ($63).

ORS Witness Barnette Prefiled Testimony, P. 11, 11. 16-21; Hearing Exhibit 13, Audit

Exhibit A-1, P. 7 of 8.

3) Decision of the Commission: The Commission adopts the adjustment made by ORS as

reasonable and verifiable for regulatory purposes. Since the Commission has adopted and

approved the ORS adjusted revenues, it is appropriate to apply the most recent gross

receipts factor for an adjustment of ($63) to BRUI's Gross Receipts Tax Expense.

U) Uncollectibles Associated with the As Ad'usted Revenue ORS Ad'ustment ¹22

1) Position of BRUI: BRUI does not propose an adjustment to uncollectibles for the As

Adjusted Revenue.

2) Position of ORS: ORS proposes to adjust expenses for a 1.5% allowance for uncollectibles

associated with the As Adjusted Service Revenues. The 1.5% allowance is an industry

standard and is less than BRUI's actual test year uncollectible rate of 6.70%. ORS's

adjustment used the As Adjusted Service Revenues of $283,902 multiplied by the 1.5%

allowance factor, for a total adjustment of $4,259. ORS Witness Barnette Prefiled

Testimony, P. 12, 11. 1-5; Hearing Exhibit 13, Audit Exhibit A-l, P. 7 of 8.

3) Decision of the Commission: The Commission finds the 1.5% uncollectible rate proposed

by ORS and recognized as the industry standard to be reasonable. The 1.5% factor

requires an adjustment of $4,259 for the test year adjustment.

V) Income Taxes ORS Ad'ustment ¹23

1) Position of BRUI: BRUI does not propose to adjust for Income Taxes associated with

the As Adjusted Revenue.

PROPOSED ORDER OF THE OFFICE OF REGULATORY STAFF

DOCKET NO. 2004-259-S- ORSPROPOSEDORDER
FEBRUARY 8, 2005
PAGE25

grossreceiptsof $2,199lesstheper book amountof $2,262for an adjustmentof ($63).

ORS WitnessBamettePrefiledTestimony,P. 11, 11.16-21;Hearing Exhibit 13, Audit

Exhibit A-l, P.7 of 8.

3) Decisionof the Commission:The Commissionadoptsthe adjustmentmadeby ORS as

reasonableandverifiable for regulatorypurposes.SincetheCommissionhasadoptedand

approvedthe ORS adjustedrevenues,it is appropriateto apply the most recentgross

receiptsfactorfor anadjustmentof ($63)to BRUI's GrossReceiptsTax Expense.

U) Uncollectibles Associated with the As Adiusted Revenue [ORS Adjustment #221

1) Position of BRUI: BRUI does not propose an adjustment to uncollectibles for the As

Adjusted Revenue.

2) Position of ORS: ORS proposes to adjust expenses for a 1.5% allowance for uncollectibles

associated with the As Adjusted Service Revenues. The 1.5% allowance is an industry

standard and is less than BRUI's actual test year uncollectible rate of 6.70%. ORS's

adjustment used the As Adjusted Service Revenues of $283,902 multiplied by the 1.5%

allowance factor, for a total adjustment of $4,259. ORS Witness Barnette Prefiled

Testimony, P. 12, 11. 1-5; Hearing Exhibit 13, Audit Exhibit A-l, P. 7 of 8.

3) Decision of the Commission: The Commission finds the 1.5% uncollectible rate proposed

by ORS and recognized as the industry standard to be reasonable. The 1.5% factor

requires an adjustment of $4,259 for the test year adjustment.

V) Income Taxes [ORS Adiustment #231,

1) Position of BRUI: BRUI does not propose to adjust for Income Taxes associated with

the As Adjusted Revenue.
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2) Position of ORS: ORS proposes to adjust for Income Taxes associated with the As

Adjusted Revenue. This increase is in the amount of $5,270. ORS Witness Barnette

Direct Testimony, P. 12; Hearing Exhibit 13, Audit Exhibit A-3.

3) Decision of the Commission: The Commission agrees with ORS that the Income Taxes

associated with the As Adjusted Revenue should be adjusted. The utility operations are

the source of the tax liability and coverage for the tax liability should be included in the

rates. The Commission finds that the appropriate adjustment to Income Taxes should be

$5,270.

W) Uncollectibles Associated with the Pro osed Revenues ORS Ad'ustment ¹25

1) Position of BRUI: BRUI proposes to add to revenues an allowance of 1.5% of proposed

revenues for uncollectibles. This adjustment amounts to $5,454 which is computed using

BRUI's total proposed revenues of $358,161 multiplied by the 1.5% allowance. BRUI

indicated this adjustment is reasonable in light of the fact BRUI's uncollected rates in the

test year were 6.46% based on test year revenues for sewer service of $265,566.87 and

annualized total revenues based on 100% collections from the customer base equaling

$283,902.24. Hearing Exhibit 2, Response to First Set of Data Requests, 1.43.

2) Position of ORS: ORS proposes to adjust operating expenses for a 1.5% allowance for

uncollectibles. As ORS witness Barnette testified, because ORS has already allowed an

amount for uncollectibles on the As Adjusted Service Revenue, ORS needs only to make

an additional adjustment for the proposed increase for service revenues. This adjustment

was computed using the ORS proposed increase of $79,713 multiplied by the 1.5%

allowance resulting in a total adjustment of $1,196. ORS Witness Barnette Direct

Testimony, P. 12, 11. 12-16; Hearing Exhibit 13, Audit Exhibit A-l, P. 8 of 8.
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2) Position of ORS: ORS proposesto adjust for Income Taxes associatedwith the As

AdjustedRevenue. This increaseis in the amountof $5,270. ORS Witness Barnette

Direct Testimony, P. 12; Hearing Exhibit 13, Audit Exhibit A-3.

3) Decision of the Commission: The Commission agrees with ORS that the Income Taxes

associated with the As Adjusted Revenue should be adjusted. The utility operations are

the source of the tax liability and coverage for the tax liability should be included in the

rates. The Commission finds that the appropriate adjustment to Income Taxes should be

$5,270.

_N) Uncollectibles Associated with the Proposed Revenues [ORS Adjustment #251

1) Position of BRUI: BRUI proposes to add to revenues an allowance of 1.5% of proposed

revenues for uncollectibles. This adjustment amounts to $5,454 which is computed using

BRUI's total proposed revenues of $358,161 multiplied by the 1.5% allowance. BRUI

indicated this adjustment is reasonable in light of the fact BRUI's uncollected rates in the

test year were 6.46% based on test year revenues for sewer service of $265,566.87 and

annualized total revenues based on 100% collections from the customer base equaling

$283,902.24. Heating Exhibit 2, Response to First Set of Data Requests, 1.43.

2) Position of ORS: ORS proposes to adjust operating expenses for a 1.5% allowance for

uncollectibles. As ORS witness Bamette testified, because ORS has already allowed an

amount for uncollectibles on the As Adjusted Service Revenue, ORS needs only to make

an additional adjustment for the proposed increase for service revenues. This adjustment

was computed using the ORS proposed increase of $79,713 multiplied by the 1.5%

allowance resulting in a total adjustment of $1,196. ORS Witness Barnette Direct

Testimony, P. 12, 11. 12-16; Heating Exhibit 13, Audit Exhibit A-l, P. 8 of 8.
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3) Decision of the Commission: As the Commission has accepted the proposed two phase

increase in rates as proposed by BRUI, the Commission will adjust both phases for

uncollectibles. Applying the 1.5% uncollectibles factor approved supra to the proposed

increase produces a required adjustment of $1,196 associated with Phase-I and $794

associated with Phase-II.

X) Gross Recei ts Tax for the Pro osed Increase ORS Ad'ustment ¹26

1) Position of BRUI: BRUI does not propose an increase related to the Gross Receipts Tax

for the Proposed Increase.

2) Position of ORS: ORS proposed to adjust for gross tax receipts associated with the

proposed increase. ORS presented testimony that it used the proposed increase of

$79,713 multiplied with the gross receipts factor of 0.007733226 for a total adjustment of

$616. ORS Witness Barnette Direct Testimony, P. 12, ll. 17-20; Hearing Exhibit 13,

Audit Exhibit A-l, P. 8 of 8.

3) Decision of the Commission: The Commission believes the adjustment for gross tax

receipts is reasonable and consistent with the previous adjustments. Since the

Commission has adopted and approved the two phase proposed increase in service

revenue as proposed by BRUI, it is appropriate to apply the most recent gross receipts

factor to this amount for an adjustment of $616 associated with Phase-I and $409

associated with Phase-II.

Y) Income Taxes for the Pro osed Increase ORS Ad'ustment ¹27

1) Position of BRUT: BRUI proposes to adjust for income taxes associated with BRUI's

proposed increase in income. BRUI states in its application that this adjustment is

$9,217.
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3) Decisionof the Commission:As the Commissionhasacceptedthe proposedtwo phase

increasein rates as proposedby BRUI, the Commissionwill adjust both phasesfor

uncollectibles. Applying the 1.5%uncollectiblesfactor approvedsupra to the proposed

increase produces a required adjustment of $1,196 associated with Phase-I and $794

associated with Phase-II.

X) Gross Receipts Tax for the Proposed Increase [ORS Adjustment #26]

1) Position of BRUI: BRUI does not propose an increase related to the Gross Receipts Tax

for the Proposed Increase.

2) Position of ORS: ORS proposed to adjust for gross tax receipts associated with the

proposed increase. ORS presented testimony that it used the proposed increase of

$79,713 multiplied with the gross receipts factor of 0.007733226 for a total adjustment of

$616. ORS Witness Barnette Direct Testimony, P. 12, 11. 17-20; Hearing Exhibit 13,

Audit Exhibit A-l, P. 8 of 8.

3) Decision of the Commission: The Commission believes the adjustment for gross tax

receipts is reasonable and consistent with the previous adjustments. Since the

Commission has adopted and approved the two phase proposed increase in service

revenue as proposed by BRUI, it is appropriate to apply the most recent gross receipts

factor to this amount for an adjustment of $616 associated with Phase-I and $409

associated with Phase-II.

Y) Income Taxes for the Proposed Increase [ORS Adjustment #27]

1) Position of BRUI: BRUI proposes to adjust for income taxes associated with BRUI's

proposed increase in income. BRUI states in its application that this adjustment is

$9,217.
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2) Position of ORS: ORS also proposes to adjust for income taxes associated with the

proposed increase. ORS witness Barnette testified that ORS's adjustment was based on

revenues, expenses, and interest expense after the proposed increase for a total

adjustment of $24,375. ORS W'itness Barnette Direct Testimony, PP. 12-13; Hearing

Exhibit 13, Audit Exhibit A-3.

3) Decision of the Commission: The Commission agrees with both BRUI and ORS that the

income taxes associated with the proposed increase should be adjusted. However, the

Commission adopts ORS's adjustment as consistent with regulatory principles.

Accordingly, an adjustment for Income Taxes associated with the proposed increase of

$24,375 for Phase-I and $ for Phase-II.

Summar of Ad'ustments to Ex enses:

The adjustments to test year operating expenses adopted herein result in an increase in

Service Revenue of $18,329; a decrease in OAM Expenses of ($10,181); an increase in GkA

Expenses of $1,614; a decrease in Depreciation Expense of ($4,538); an increase in Taxes Other

Than Income of $988; an increase in Income Taxes of $5,270; and a decrease in Interest Expense

of ($2,259). Adding these adjustments to per books total Operating Expenses of $263,883 results

in Total Operating Expenses As Adjusted of $254,777.

7. The Commission finds that proposed increase as presented by BRUI is just and

reasonable and will produce rates which are just and reasonable. Accordingly, the Commission

approves the two phase increase in rates as proposed by BRUI. The evidence and adjustments

for the herein approved proposed increase are discussed in this section.

A) Service Revenues ORS Ad'ustment 024
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2) Position of ORS: ORS also proposesto adjust for income taxes associatedwith the

proposedincrease.ORSwitnessBarnettetestified that ORS's adjustmentwasbasedon

revenues, expenses,and interest expenseafter the proposed increase for a total

adjustmentof $24,375. ORS Witness Bamette Direct Testimony, PP. 12-13; Hearing

Exhibit 13, Audit Exhibit A-3.

3) Decision of the Commission: The Commission agrees with both BRUI and ORS that the

income taxes associated with the proposed increase should be adjusted. However, the

Commission adopts ORS's adjustment as consistent with regulatory principles.

Accordingly, an adjustment for Income Taxes associated with the proposed increase of

$24,375 for Phase-I and $ for Phase-II.

Summary of Adjustments to Expenses:

The adjustments to test year operating expenses adopted herein result in an increase in

Service Revenue of $18,329; a decrease in O&M Expenses of ($10,181); an increase in G&A

Expenses of $1,614; a decrease in Depreciation Expense of ($4,538); an increase in Taxes Other

Than Income of $988; an increase in Income Taxes of $5,270; and a decrease in Interest Expense

of ($2,259). Adding these adjustments to per books total Operating Expenses of $263,883 results

in Total Operating Expenses As Adjusted of $254,777.

7. The Commission finds that proposed increase as presented by BRUI is just and

reasonable and will produce rates which are just and reasonable.

approves the two phase increase in rates as proposed by BRUI.

for the herein approved proposed increase are discussed in this section.

A) Service Revenues [ORS Adjustment #241

Accordingly, the Commission

The evidence and adjustments

PROPOSED ORDER OF THE OFFICE OF REGULATORY STAFF



DOCKET NO. 2004-259-S —ORS PROPOSED ORDER
FEBRUARY 8, 2005
PAGE 29

1) Position of BRUI: BRUI proposes to adjust service revenues for the proposed increase in

rates by $92,077 for Phase-I and by $52,944 for Phase-II.

2) Position of ORS: ORS also proposes to adjust service revenues for the proposed increase

in the amount of $79,713 based on BRUI's Phase-I rate structure. ORS did not include

BRUI's "After Construction" or Phase-II proposed rates as known and measurable at this

time. Construction of the BRUI system has not begun and the final cost of this project is

not known and measurable. ORS Witness Barnette Direct Testimony, P. 12, 11. 8-11;

Hearing Exhibit 13, Audit Exhibit A-3. However, after reviewing Order No. 2005-42,

dated February 2, 2005, Docket No. 2004-212-S on the rate increase request of BRUI's

sister company DSI wherein the Commission approved the two-phase increase requested

by DSI, ORS acknowledges the reasoning for the Commission's decision and does not

oppose approval of the two-phase increase for BRUI provided that the Commission

require the same type audit before the Phase-II increase is implemented as was required

of DSI in Order No. 2005-42.

3) Decision of the Commission: The Commission finds BRUI presented known and

measurable costs associated with the proposed upgrade and that both phases of the

requested increase should be granted. BRUI and its sister companies of DSI and MUI,

have sought and obtained financing to pay for construction costs of an upgrade as

mandated by DHEC to BRUI's wastewater treatment plant. The record shows that the

minimum costs of the upgrade will be $932,278. The Commission, therefore, agrees with

BRUI's proposed increase and approves both phases of the proposed increase. However,

the Commission finds that the ORS' calculated service revenues under Phase-I is

appropriate and adopts that adjustment.
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1)

2)

3)

Position of BRUI: BRUI proposes to adjust service revenues for the proposed increase in

rates by $92,077 for Phase-I and by $52,944 for Phase-II.

Position of ORS: ORS also proposes to adjust service revenues for the proposed increase

in the amount of $79,713 based on BRUI's Phase-I rate structure. ORS did not include

BRUI's "After Construction" or Phase-II proposed rates as known and measurable at this

time. Construction of the BRUI system has not begun and the final cost of this project is

not known and measurable. ORS Witness Barnette Direct Testimony, P. 12, 11. 8-11;

Hearing Exhibit 13, Audit Exhibit A-3. However, after reviewing Order No. 2005-42,

dated February 2, 2005, Docket No. 2004-212-S on the rate increase request of BRUI's

sister company DSI wherein the Commission approved the two-phase increase requested

by DSI, ORS acknowledges the reasoning for the Commission's decision and does not

oppose approval of the two-phase increase for BRUI provided that the Commission

require the same type audit before the Phase-II increase is implemented as was required

of DSI in Order No. 2005-42.

Decision of the Commission: The

measurable costs associated with the

requested increase should be granted.

have sought and obtained financing

Commission finds BRUI presented known and

proposed upgrade and that both phases of the

BRUI and its sister companies of DSI and MUI,

to pay for construction costs of an upgrade as

mandated by DHEC to BRUI's wastewater treatment plant. The record shows that the

minimum costs of the upgrade will be $932,278. The Commission, therefore, agrees with

BRUI's proposed increase and approves both phases of the proposed increase. However,

the Commission finds that the ORS' calculated service revenues under Phase-I is

appropriate and adopts that adjustment.

PROPOSED ORDER OF THE OFFICE OF REGULATORY STAFF



DOCKET NO. 2004-259-S —ORS PROPOSED ORDER
FEBRUARY 8, 2005
PAGE 30

8. The operating margin for the test year under present rates and after accounting and

pro forma adjustments approved herein is 10.42'/o. The calculation for the operating margin

using the test year adjusted operating revenues of $284,413 as approved herein and test year as

adjusted operating expenses of $254,777 as approved herein was proved by ORS Witness

Barnette. Adjusted test year operations result in a "Net Income for Return" of $29,636. Using

the adjusted Net Income for Return less Interest Expense (if applicable) divided by Operating

Revenues, Staff calculated an operating margin of 10.42'/0.

The following table indicates (1) BRUI's gross revenues for the test year after

adjustments approved herein under the current rate schedule; (2) BRUI's operating expenses for

the test year after accounting and pro forma adjustments and adjustments for known and

measurable out-of test year occurrences approved herein; and (3) the operating margin under the

presently approved schedule for the test year:

TABLE A

Before Increase As Ad'usted

Operating Revenues
Operating Expenses
Net Operating Income/Loss
Add: Customer Growth

$284,413
264 777
29,636

0

NET INCOME/(LOSS) FOR RETURN 29 636

Operating Margin
(Interest Expense For Operating Margin)

~10.42'
$0

9. Based on the requirement that BRUI upgrade its wastewater treatment facility

pursuant to a Consent Order with DHEC, we find that BRUI has demonstrated a need for an

' As Adjusted Operating Expenses include updated rate case expenses as provided during the hearing.

PROPOS.ED ORDER OF THE OFFICE OF REGULATORY STAFF

DOCKET NO.2004-259-S- ORSPROPOSEDORDER
FEBRUARY 8, 2005
PAGE30

8. The operatingmargin for the test yearunderpresentratesand after accountingand

pro forma adjustmentsapprovedherein is 10.42%. The calculation for the operatingmargin

usingthe testyearadjustedoperatingrevenuesof $284,413asapprovedhereinandtest yearas

adjustedoperatingexpensesof $254,7775as approvedherein was proved by ORS Witness

Barnette. Adjustedtestyearoperationsresult in a "Net Incomefor Return" of $29,636. Using

the adjustedNet Income for Return lessInterestExpense(if applicable)divided by Operating

Revenues,Staffcalculatedanoperatingmarginof 10.42%.

The following table indicates (1) BRUI's gross revenues for the test year after

adjustmentsapprovedhereinunderthe currentrateschedule;(2) BRUI's operatingexpensesfor

the test year after accountingand pro forma adjustmentsand adjustmentsfor known and

measurableout-of testyearoccurrencesapprovedherein;and(3) theoperatingmarginunderthe

presentlyapprovedschedulefor thetestyear:

TABLE A

Before Increase As Adiusted

Operating Revenues

Operating Expenses

Net Operating Income/Loss
Add: Customer Growth

NET 1NCOME/(LOSS) FOR RETURN

Operating Margin

(Interest Expense For Operating Margin)

$284,413

254,777

29,636

0

29_20_ 636

10.42%

9. Based on the requirement that BRUI upgrade its wastewater treatment facility

pursuant to a Consent Order with DHEC, we find that BRUI has demonstrated a need for an

s As Adjusted Operating Expenses include updated rate case expenses as provided during the hearing.
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increase in rates. While adjusted test year operations reveal an operating margin of 10.42%,

BRUI requires an increase in rates in order to upgrade its facility to comply with the Consent

Order and to meet permitting limits.

10. When applied to as adjusted test year operations, the rates requested and proposed

by BRUI for the Phase-I increase in rates result in an operating margin of 22.84%. Information

concerning the effect of the proposed rates under Phase-I when applied to As Adjusted test year

operations of BRUI is found in ORS exhibits introduced during the hearing. ORS Witness

Barnette calculated the rates proposed by BRUI for the Phase-I rate increase, would produce

additional revenues of $79,713 which result in an operating margin of 22.84%. Hearing Exhibit

13, Audit Exhibit A. Phase-II of BRUI's proposed increase will produce additional revenues of

$52,944, resulting in an operating margin of

11. The Commission finds that an operating margin of 22.84% under Phase-I or the

"During Construction phase" and an operating margin of % under Phase-II or the "AAer

Construction phase" is just and reasonable and results in just and reasonable rates to charge for

the services offered by BRUI.

12. The level of operating revenues required in order for BRUI to have an opportunity

to earn a 22.84% operating margin after Phase-I is found to be $364,126. The level of operating

revenues in order for BRUI to have an opportunity to earn a % operating margin aAer Phase-

II is found to be $417,070.

The following table indicates (1) BRUI's gross revenues for the test year after

adjustments approved herein, under the proposed Phase-I of rate schedule; (2) BRUI's operating

expenses for the test year after accounting and pro forma adjustments and adjustments for known
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increasein rates. While adjustedtest yearoperationsreveal an operatingmargin of 10.42%,

BRUI requiresan increasein ratesin order to upgradeits facility to comply with the Consent

Orderandto meetpermittinglimits.

10. Whenappliedto asadjustedtest yearoperations,theratesrequestedandproposed

by BRUI for thePhase-Iincreasein ratesresult in anoperatingmarginof 22.84%. Information

concerningthe effectof theproposedratesunderPhase-Iwhenappliedto As Adjustedtestyear

operationsof BRUI is found in ORS exhibits introducedduring the hearing. ORS Witness

Barnettecalculatedthe ratesproposedby BRUI for the Phase-Irate increase,would produce

additionalrevenuesof $79,713whichresult in anoperatingmarginof 22.84%. HearingExhibit

13,Audit Exhibit A. Phase-IIof BRUI's proposedincreasewill produceadditionalrevenuesof

$52,944,resultingin anoperatingmarginof %.

11. The Commissionfinds that anoperatingmarginof 22.84%underPhase-Ior the

"During Constructionphase" and an operatingmargin of % underPhase-IIor the "After

Constructionphase"is just andreasonableandresultsin just andreasonableratesto chargefor

theservicesofferedby BRUI.

12. Thelevelof operatingrevenuesrequiredin orderfor BRUI to haveanopportunity

to earna 22.84%operatingmarginafterPhase-Iis foundto be $364,126.The levelof operating

revenuesin orderfor BRUI to haveanopportunityto earna

II is foundto be$417,070.

The following table indicates (1) BRUI's gross

% operatingmarginafterPhase-

revenues for the test year after

adjustmentsapprovedherein,undertheproposedPhase-Iof rateschedule;(2) BRUI's operating

expenses for the test year after accounting and pro forma adjustments and adjustments for known
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and measurable out-of-test year occurrences approved herein; and (3) the operating margin under

the proposed Phase-I of rate schedule:

TABLE B

After Phase-I Increase

Operating Revenues
Operating Expenses
Net Operating Income/Loss
Add: Customer Growth

$364,126
280 964

83,162
0

NET INCOME/(LOSS) FOR RETURN 83 162

Operating Margin
(Interest Expense For Operating Margin)

~22.84'
$0

The following table indicates (1) BRUI's gross revenues for the test year after

adjustments approved herein, under the proposed Phase-II of rate schedule; (2) BRUI's operating

expenses for the test year after accounting and pro forma adjustments and adjustments for known

and measurable out-of-test year occurrences approved herein; and (3) the operating margin under

the proposed Phase-II of rate schedule:

TABLE C

After Phase-II Increase

Operating Revenues
Operating Expenses
Net Operating Income/Loss
Add: Customer Growth

NET INCOME/(LOSS) FOR RETURN

Operating Margin
(Interest Expense For Operating Margin)
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andmeasurableout-of-testyearoccurrencesapprovedherein;and(3) theoperatingmarginunder

theproposedPhase-Iof rateschedule:

TABLE B

After Phase-I Increase

Operating Revenues

Operating Expenses

Net Operating Income/Loss
Add: Customer Growth

NET INCOME/(LOSS) FOR RETURN

Operating Margin

(Interest Expense For Operating Margin)

$364,126

280,964

83,162

0

22.84%

s0

The following table indicates (1) BRUI's gross revenues for the test year after

adjustments approved herein, under the proposed Phase-II of rate schedule; (2) BRUI's operating

expenses for the test year after accounting and pro forma adjustments and adjustments for known

and measurable out-of-test year occurrences approved herein; and (3) the operating margin under

the proposed Phase-II of rate schedule:

TABLE C

After Phase-II Increase

Operating Revenues

Operating Expenses

Net Operating Income/Loss
Add: Customer Growth

NET INCOME/(LOSS) FOR RETURN

Operating Margin

(Interest Expense For Operating Margin)

$
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13. In order to meet the income requirement for the opportunity to earn an operating

margin of 22.84% for Phase-I, BRUI will require additional revenues of $79,713. This amount

of additional revenues represents BRUI's proposed Phase-I increase. In order to meet the income

requirement for the opportunity to earn an operating margin of %, BRUI will require

additional revenues of $52,944. This amount of additional revenues represents BRUI's proposed

Phase-II increase.

14. The Commission finds that the increase in tap fees should not be approved.

By its Application, BRUI requested to increase its customer tap fees by 300%. However,

BRUI did not provide cost justification for the proposed increase in tap fees with its application

as required by 26 S.C. Code Regs. 103-512.4.A.9 (Supp. 2004) and 103-502(11).From the ORS

audit of BRUI, the requested increase in tap fees appears to be due to increased plant investment

upon upgrade of the BRUI wastewater treatment facility {"WWTF"). BRUI also stated in

responses to ORS Data Requests that "little material cost is associated with the tap. " Hearing

Exhibit No. 2, Response to Data Request 1.6(f). Further, BRUI indicated that tap fees are used to

pay officer salaries. Hearing Exhibit No. 2, Response to Data Request 1.6(f). Normally, tap fees

are booked as contributions in aid of construction {"CIAC"). Because the total cost of the

upgrades to BRUI's WWTF are not known at this time, the appropriate amount of the tap fee

cannot be calculated. Therefore, the Commission finds the requested tap fee increase to be

unnecessary at this time as BRUI has not provided sufficient cost justification for the increase in

tap fees.

15. The current performance bond of BRUI is insufficient and does not meet the

requirements of S.C. Code Ann. Section 58-5-720 (Supp. 2004).
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13. In order to meet the income requirement for the opportunity to earn an operating

margin of 22.84% for Phase-I, BRUI will require additional revenues of $79,713. This amount

of additional revenues represents BRUI's proposed Phase-I increase. In order to meet the income

requirement for the opportunity to earn an operating margin of %, BRUI will require

additional revenues of $52,944. This amount of additional revenues represents BRUI's proposed

Phase-II increase.

14. The Commission finds that the increase in tap fees should not be approved.

By its Application, BRUI requested to increase its customer tap fees by 300%. However,

BRUI did not provide cost justification for the proposed increase in tap fees with its application

as required by 26 S.C. Code Regs. 103-512.4.A.9 (Supp. 2004) and 103-502(11). From the ORS

audit of BRUI, the requested increase in tap fees appears to be due to increased plant investment

upon upgrade of the BRUI wastewater treatment facility ("WWTF"). BRUI also stated in

responses to ORS Data Requests that "little material cost is associated with the tap." Hearing

Exhibit No. 2, Response to Data Request 1.6(f). Further, BRUI indicated that tap fees are used to

pay officer salaries. Hearing Exhibit No. 2, Response to Data Request 1.6(t"). Normally, tap fees

are booked as contributions in aid of construction ("CIAC"). Because the total cost of the

upgrades to BRUI's WWTF are not known at this time, the appropriate amount of the tap fee

cannot be calculated. Therefore, the Commission finds the requested tap fee increase to be

unnecessary at this time as BRUI has not provided sufficient cost justification for the increase in

tap fees.

15. The cun'ent performance bond of BRUI is insufficient and does not meet the

requirements of S.C. Code Ann. Section 58-5-720 (Supp. 2004).
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S.C. Code Ann. Section 58-5-720 (Supp. 2004) was amended in May 2000 and increased

the required amounts of performance bonds to a minimum of $100,000 and a maximum of

$350,000. Thereafter, the Commission's regulations were amended to provide for determining

the amount of bond required by each utility. 26 S.C. Code Regs. 103-512.3.1 (Supp. 2004) was

amended to provide that the amount of the bond should be based on the total amount of certain

expense categories.

ORS witness Hipp provided testimony concerning the performance bond filed by BRUI.

According to witness Hipp, BRUI has on file a performance bond with a face amount of

$10,000. The performance bond is secured by a personal financial statement of Mr. Keith

Parnell, President of BRUI. Witness Hipp opined that the performance bond is insufficient

because it does not meet the statutory amount required for the performance bond. Further, Ms.

Hipp testified that that the surety filed to support the performance bond is insufficient because

(1) the amount of the surety does not comply with the requirement of 26 S.C. Code Regs. 103-

512.3.1 (Supp. 2004); (2) the financial statement does not accurately depict the net worth of the

surety as required by 26 S.C. Code Regs. 103-512.3.2 and 103-512.3.3; (3) the real estate

indicated on the financial statement is in the name of another person and there is no

documentation indicating authorization to pledge the real estate as part of the surety; and the

same financial statements and surety are used to secure performance bonds of BRUI's sister

companies DSI and MUI. Witness Hipp calculated that an appropriate bond for BRUI, based

upon the criteria contained in 26 S.C. Code Regs. 103-512.3.1, would be $249,604. ORS

Witness Hipp Direct Testimony PP. 7-9.

BRUI witness Keith Parnell testified that BRUI had renewed and filed the bonds as

required by the PSC Staff prior to bringing their application. Parnell Rebuttal Testimony, P. 3,
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S.C.CodeAnn. Section58-5-720(Supp.2004)wasamendedin May 2000andincreased

the required amountsof performancebonds to a minimum of $100,000and a maximum of

$350,000.Thereafter,the Commission'sregulationswere amendedto provide for determining

the amountof bondrequiredby eachutility. 26 S.C.CodeRegs.103-512.3.1(Supp.2004)was

amendedto provide that the amountof thebond shouldbebasedon thetotal amountof certain

expensecategories.

ORSwitnessHipp providedtestimonyconcerningtheperformancebond filed by BRUI.

According to witness Hipp, BRUI has on file a performancebond with a face amount of

$10,000.The performancebond is securedby a personalfinancial statementof Mr. Keith

Parnell, Presidentof BRUI. WitnessHipp opined that the performancebond is insufficient

becauseit doesnot meet the statutoryamountrequiredfor theperformancebond. Further,Ms.

Hipp testified that that the surety filed to supportthe performancebond is insufficient because

(1) the amountof thesuretydoesnot complywith therequirementof 26 S.C.CodeRegs.103-

512.3.1(Supp.2004);(2) the financial statementdoesnot accuratelydepictthenetworth of the

surety as required by 26 S.C. Code Regs. 103-512.3.2and 103-512.3.3;(3) the real estate

indicated on the financial statementis in the name of another person and there is no

documentationindicating authorizationto pledgethe real estateaspart of the surety; and the

samefinancial statementsand suretyareusedto secureperformancebondsof BRUI's sister

companiesDSI andMUI. WitnessHipp calculatedthat an appropriatebond for BRUI, based

upon the criteria containedin 26 S.C. Code Regs. 103-512.3.1,would be $249,604. ORS

WitnessHipp DirectTestimonyPP.7-9.

BRUI witnessKeith Parnell testified that BRUI had renewedand filed the bonds as

requiredby the PSCStaff prior to bringing their application. ParnellRebuttalTestimony,P. 3,
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11. 19-20. In the DSI rate case, Mr. Parnell indicated that he had been advised that BRUI was in

compliance with the performance bond. Even if a Commission employee erroneously advised

BRUI that its performance bond was satisfactory, the Commission cannot be estopped from

enforcing the statute based on an employee's error or unauthorized act. See South Carolina

Coastal Council v. Vogel, 292 S.C. 449, 357 S.E.2d 187 (Ct. App. 1987). In Vogel, a Coastal

Council employee told the Vogels that they could build a deck on their beach house seaward of

the critical line. The court held that a state agency cannot be estopped f'rom the legitimate

exercise of its police power because of an error of its agent which has been relied on by a third

party to his detriment. Therefore, even though a Commission employee told BRUI that the

performance bond on file was sufficient, the Commission is not estopped from enforcing the

statute.

Upon review of this issue, we find that BRUI's bond does not meet the statutory

requirements of S.C. Code Ann. Section 58-5-720 (Supp. 2004). The statute requires a minimum

bond of $100,000 up to a maximum of $350,000. On cross-examination of ORS witness Hipp,

counsel for BRUI tried to make the point that the bond could only be set when a utility begins

operations and obtains its certificate of public convenience and necessity. However, this statute

cannot be construed so narrowly. The requirement of the performance bond is to protect the

public and to insure that the utility provides adequate and proper service. Under the assertions

made by BRUI, the bond could never be increased once a utility receives its certification to

operate. This is an absurd reading of the statute.

Even if BRUI's position was correct, the bond should have been increased when the

Parnell brothers acquired the company from their father in January 2001. The increased bond

amounts required by S.C. Code Ann. $ 58-5-720(Supp. 2004) became effective in May 2000.
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11.19-20. In theDSI ratecase,Mr. Parnellindicatedthat hehadbeenadvisedthatBRUI was in

compliancewith the performancebond. Even if a Commissionemployeeerroneouslyadvised

BRUI that its performancebond was satisfactory,the Commissioncannotbe estoppedfrom

enforcing the statutebasedon an employee'serror or unauthorizedact. SeeSouth Carolina

Coastal Council v. Vogel 292 S.C. 449, 357 S.E.2d 187 (Ct. App. 1987). In Vogel, a Coastal

Council employee told the Vogels that they could build a deck on their beach house seaward of

the critical line. The court held that a state agency cannot be estopped from the legitimate

exercise of its police power because of an error of its agent which has been relied on by a third

party to his detriment. Therefore, even though a Commission employee told BRUI that the

performance bond on file was sufficient, the Commission is not estopped from enforcing the

statute.

Upon review of this issue, we find that BRUI's bond does not meet the statutory

requirements of S.C. Code Ann. Section 58-5-720 (Supp. 2004). The statute requires a minimum

bond of $100,000 up to a maximum of $350,000. On cross-examination of ORS witness Hipp,

counsel for BRUI tried to make the point that the bond could only be set when a utility begins

operations and obtains its certificate of public convenience and necessity. However, this statute

cannot be construed so narrowly. The requirement of the performance bond is to protect the

public and to insure that the utility provides adequate and proper service. Under the assertions

made by BRUI, the bond could never be increased once a utility receives its certification to

operate. This is an absurd reading of the statute.

Even if BRUI's position was correct, the bond should have been increased when the

Parnell brothers acquired the company from their father in January 2001. The increased bond

amounts required by S.C. Code Ann. § 58-5-720(Supp. 2004) became effective in May 2000.
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Therefore, had the Parnell brothers sought approval of the transfer as required by 26 S.C. Code

Regs. 103-504 (Supp. 2004), even under BRUI's argument, the performance bond would have

been increased at that time. If BRUI's argument is accepted, BRUI would benefit from violating

26 S.C. Code Regs. 103-504 because the bond could not be increased now. This is another

absurd result and one that the Commission cannot accept. Therefore, based upon the test year

expenses as calculated by ORS witness Hipp, the Commission finds that BRUI should file a

performance bond in the amount of $249,604.

16. Although the Commission encourages BRUI to prepare a business plan, we find

that this Commission does not have the authority to order BRUI to prepare such a business plan.

Accordingly, we deny the recommendation of ORS that BRUI prepare and file a business plan

with the Commission.

17. The Commission finds that BRUI should maintain its books and records in

accordance with the NARUC Uniform System of Accounts for Class C Sewer Utilities, as

adopted by this Commission.

BRUI witness Parnell admitted that BRUI is not maintaining its books and records under

the NARUC Uniform System of Accounts. The Commission's rules and regulations require

sewerage utilities to use the NARUC Uniform System of Accounts. Keeping books and records

in compliance with NARUC's Uniform System of Accounts will not only mean compliance with

26 S.C. Code Regs. 103-517 but will also make regulatory audits easier and less burdensome.

ORS requested that BRUI be required to maintain its books and records under NARUC's

Uniform System of Accounts.
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Therefore,hadthe Parnellbrotherssoughtapprovalof thetransferasrequiredby 26 S.C.Code

Regs.103-504(Supp.2004), evenunderBRUI's argument,the performancebondwould have

beenincreasedat thattime. IfBRUI's argumentis accepted,BRUI would benefitfrom violating

26 S.C. CodeRegs.103-504becausethe bond could not be increasednow. This is another

absurdresult and one that the Commissioncannotaccept.Therefore,baseduponthe test year

expensesas calculatedby ORS witnessHipp, the Commissionfinds that BRUI should file a

performancebondin theamountof $249,604.

16. Although the CommissionencouragesBRUI to preparea businessplan, we find

that this Commissiondoesnot havethe authorityto orderBRUI to preparesucha businessplan.

Accordingly,we denythe recommendationof ORSthat BRUI prepareand file abusinessplan

with theCommission.

17. The Commission finds that BRUI should maintain its books and records in

accordancewith the NARUC Uniform Systemof Accounts for Class C SewerUtilities, as

adoptedby this Commission.

BRUI witnessParnelladmittedthatBRUI is not maintainingits booksandrecordsunder

the NARUC Uniform Systemof Accounts.The Commission'srules and regulationsrequire

sewerageutilities to usetheNARUC Uniform Systemof Accounts.Keeping books and records

in compliance with NARUC's Uniform System of Accounts will not only mean compliance with

26 S.C. Code Regs. 103-517 but will also make regulatory audits easier and less burdensome.

ORS requested that BRUI be required to maintain its books and records under NARUC's

Uniform System of Accounts.
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Based upon the Findings of Fact as contained herein and the record of this proceeding,

the Commission makes the following Conclusions of Law:

1. BRUI is a public utility as defined in S.C. Code Ann. $ 58-5-10(3) (Supp. 2004)

and as such is subject to the jurisdiction of this Commission.

2. The appropriate test year on which to set rates for BRUI is the twelve month

period ending December 31, 2003.

3. Based on the information provided by the parties, the Commission concludes the

appropriate rate setting methodology to use as a guide in determining the lawfulness of BRUI's

proposed rates and for the fixing ofjust and reasonable rates is operating margin.

4. For the test year of December 31, 2003, the appropriate operating revenues, under

present rates and as adjusted in this Order, are $284,413, and the appropriate operating expenses,

under present rates and as adjusted in this Order, are $254,777.

5. We conclude that BRUI has demonstrated a need for a rate increase as BRUI is

required to upgrade its wastewater treatment plant in order to comply with DHEC regulations

and permitting limits. We conclude that BRUI has provided sufficient justification for its

proposed two-phase increase as BRUI and its affiliated companies, DSI and MUI, have obtained

financing for its needed construction projects. An operating margin of 22.84% is approved for

BRUI after Phase-I of the increase, and an operating margin of % is approved for BRUI after

Phase-II of the increase. We conclude that an operating margin of 22.84% for the "During

Construction phase" and % for the "After Construction phase" is fair and reasonable and

results in rates which are just and reasonable.

In order for BRUI to have the opportunity to earn the 22.84% operating margin

found fair and reasonable herein for the Dining Construction phase,
" BRUI must be allowed
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Basedupon the Findingsof Fact as contained herein and the record of this proceeding,

the Commission makes the following Conclusions of Law:

1. BRUI is a public utility as defined in S.C. Code Ann. § 58-5-10(3) (Supp. 2004)

and as such is subject to the jurisdiction of this Commission.

2. The appropriate test year on which to set rates for BRUI is the twelve month

period ending December 31, 2003.

3. Based on the information provided by the parties, the Commission concludes the

appropriate rate setting methodology to use as a guide in determining the lawfulness of BRUI's

proposed rates and for the fixing of just and reasonable rates is operating margin.

4. For the test year of December 31, 2003, the appropriate operating revenues, under

present rates and as adjusted in this Order, are $284,413, and the appropriate operating expenses,

under present rates and as adjusted in this Order, are $254,777.

5. We conclude that BRUI has demonstrated a need for a rate increase as BRUI is

required to upgrade its wastewater treatment plant in order to comply with DHEC regulations

and permitting limits. We conclude that BRUI has provided sufficient justification for its

proposed two-phase increase as BRUI and its affiliated companies, DSI and MUI, have obtained

financing for its needed construction projects. An operating margin of 22.84% is approved for

BRUI after Phase-I of the increase, and an operating margin of % is approved for BRUI after

Phase-II of the increase. We conclude that an operating margin of 22.84% for the "During

Construction phase" and % for the "After Construction phase" is fair and reasonable and

results in rates which are just and reasonable.

6. In order for BRUI to have the opportunity to earn the 22.84% operating margin

found fair and reasonable herein for the "During Construction phase," BRUI must be allowed

PROPOSED ORDER OF THE OFFICE OF REGULATORY STAFF



DOCKET NO. 2004-259-S —ORS PROPOSED ORDER
FEBRUARY 8, 2005
PAGE 38

additional revenues of $79,713. In order for BRUI to have the opportunity to earn the

operating margin found fair and reasonable herein for the "After Construction phase,
" BRUI

must be allowed additional revenues of $52,944.

7. The proposed increase in the tap fee is not allowed because the proposal does not

correctly identify the expenses associated with the tap fee as required by 26 S.C. Code Regs.

103-502.11., and the proposal is based on costs that are not known and measurable.

The rates as set forth in the attached Appendix 1 are approved for use by BRUI

and are designed to be just and reasonable without undue discrimination and are also designed to

meet the revenue requirements of BRUI.

9. Based upon the requirements of S.C. Code Ann. Section 58-5-720 (Supp. 2004)

and 26 S.C. Regs. 103-512.3.1 (Supp. 2004), BRUI shall post a performance bond of $249,604.

The performance bond shall be in a form as allowed by S.C. Code Ann. Section 58-5-720 and 26

S.C. Code Regs. 103-512.3 through 103-512.3.3 (Supp. 2004).

IT IS THEREFORE ORDERED THAT:

1. BRUI is granted an operating margin for its sewer service of 22.84% for the

"During Construction phase" or Phase-I and % for the "After Construction phase" or Phase-

2. The schedule of rates and charges attached hereto as Appendix A are hereby

approved for service rendered on or after the date of this Order. Further, the schedule is deemed

filed with the Commission pursuant to S.C. Code Ann. Section 58-5-240 (Supp. 2004). Prior to

BRUI implementing Phase-II of the herein approved rate increase, BRUI shall undergo an audit

from the Office of Regulatory Staff. Further, prior to entering Phase-II, BRUI shall be in

compliance with all DHEC regulations. In addition, prior to implementing Phase-II, BRUI must
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additionalrevenuesof $79,713. In order for BRUI to havethe opportunity to eamthe %

operatingmargin found fair and reasonableherein for the "After Constructionphase,"BRUI

mustbeallowedadditionalrevenuesof $52,944.

7. Theproposedincreasein thetap feeis not allowedbecausetheproposaldoesnot

correctly identify the expensesassociatedwith the tap fee asrequiredby 26 S.C. CodeRegs.

103-502.11.,andtheproposalisbasedoncoststhat arenotknownandmeasurable.

8. The ratesasset forth in the attachedAppendix 1 areapprovedfor useby BRUI

andaredesignedto bejust andreasonablewithout unduediscriminationandarealsodesignedto

meettherevenuerequirementsof BRUI.

9. Baseduponthe requirementsof S.C.CodeAnn. Section58-5-720(Supp.2004)

and26 S.C.Regs.103-512.3.1(Supp.2004),BRUI shallposta performancebondof $249,604.

Theperformancebondshallbe in a form asallowedby S.C.CodeAnn. Section58-5-720and26

S.C.CodeRegs.103-512.3through103-512.3.3(Supp.2004).

IT IS THEREFOREORDEREDTHAT:

1. BRUI is grantedan operatingmargin for its sewer serviceof 22.84% for the

"During Constructionphase"or Phase-Iand % for the"After Constructionphase"or Phase-

II.

2. The scheduleof rates and chargesattachedhereto as Appendix A arehereby

approvedfor servicerenderedon or after thedateof this Order.Further,thescheduleis deemed

filed with the Commissionpursuantto S.C.CodeAnn. Section58-5-240(Supp.2004).Prior to

BRUI implementingPhase-IIof the hereinapprovedrate increase,BRUI shallundergoanaudit

from the Office of Regulatory Staff. Further, prior to enteringPhase-II, BRUI shall be in

compliancewith all DHEC regulations.In addition,prior to implementingPhase-II,BRUI must
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be maintaining its books and records according to the NARUC System of Accounts. Further,

BRUI must have an appropriate performance bond on file. Further, the ORS must certify to this

Commission that it has performed the required audit and the results of that audit. Should the

audit reveal noncompliance with the Commission's directives in this matter, BRUI may not

implement Phase-II of the rate increase until further Order of the Commission. BRUI must be in

compliance with all directives of this Commission before implementation of Phase-II of the rate

increase.

3. Should the schedule of rates for Phase-I of the rate increase approved herein not

be placed into effect within three months of this Order, BRUI shall require written approval from

this Commission to place the rates into effect.

4. As referred to above, BRUI shall maintain its books and records in accordance

with the NARUC Uniform System of Accounts as adopted by this Commission by the end of

Phase-I.

5. Pursuant to and consistent with S.C. Code Ann. Section 58-5-720 and 26 S.C.

Code Regs. 103-512.3 through 103-512.3.3 (Supp. 2004), BRUI shall post a performance bond

with a face value of $249,604.
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be maintainingits books andrecordsaccordingto the NARUC Systemof Accounts.Further,

BRUI musthaveanappropriateperformancebondon file. Further,theORSmust certify to this

Commissionthat it hasperformedthe requiredaudit and the resultsof that audit. Should the

audit revealnoncompliancewith the Commission'sdirectives in this matter,BRUI may not

implementPhase-IIof therate increaseuntil furtherOrderof theCommission.BRUI mustbe in

compliancewith all directivesof this Commissionbeforeimplementationof Phase-IIof the rate

increase.

3. Shouldthe scheduleof ratesfor Phase-Iof therate increaseapprovedhereinnot

beplacedintoeffectwithin threemonthsof this Order,BRUI shall requirewritten approvalfrom

this Commissionto placetheratesinto effect.

4. As referredto above,BRUI shall maintain its books and recordsin accordance

with theNARUC Uniform Systemof Accountsasadoptedby this Commissionby the endof

Phase-I.

5. Pursuantto and consistentwith S.C.CodeAnn. Section58-5-720and 26 S.C.

CodeRegs.103-512.3through 103-512.3.3(Supp.2004),BRUI shallpost a performancebond

with afacevalueof $249,604.
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6. This Order shall remain in full force and effect until further Order of the

Commission.

Randy Mitchell, Chairman

ATTEST:

O' Neil Hamilton, Vice Chairman
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6. This Order shall remain in full force and effect until further Order of the

Commission.

RandyMitchell, Chairman

ATTEST:

O'Neil Hamilton,Vice Chairman
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